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Dear Fellow Stockholders:

Jon Ayers and Prince

I am delighted to report that 2006 was a year of accelerating
growth, made possible by the combination of attractive
market dynamics and IDEXX's continuing focus on delivering
customer value. While achieving impressive financial results,
we also continued to invest in the company in ways that will
enhance our ability to deliver sustained growth and margin
improvement in the years to come. IDEXX, with its global
teadership positions, serves attractive sccular growth markets
in animal health, worthy of this investment focus.

IDEXX revenues grew 16% in 2006, Organic revenue
growth (which excludes acquisitions and the effects of foreign
exchange translation} accelerated to 14% from 10% in 2005
and singlc digits in 2004. Earnings per share grew 23% both
on a reported basis and after adjusting for certain discrete
items, up from 13% growth adjusted for discrete items

in 2005.*

Operating cash flow was $110 million and free cash flow was
$£64 million, Continuing our efforts to use cash to generate
attractive shareholder return, we used $106 million toward
repurchase of 1.3 million sharcs at an average price of

$79 per share. In addition, we invested $25 million in

IDEXX’s stock return of 10% for 2006 compares with a

9% rise in the S&P SmallCap Healthecare Index, and a

1% decline in the S&P MidCap Healtheare Index. In the

five years since my arrival at IDEXX as CEQ in January

2002 through the end of February 2007, IDEXX stock has
generated an average annual return of 27%, compared to index
performance of 11% (SmallCap Healthcare) and 11% (MidCap
Healthcare). Our approach going forward continues to be a
strong orientation towards long-term shareholder value creation
by investing in technology and growth.

Companion Animal Group

The Companion Animal Group comprises 82% of total
revenue. We are fortunate that the market for the animal
health products and services is growing approximately

10% annually, with solid fundamentals in end user demand.
Pet owners around the world are increasingly inclined to treat
pets as family members deserving the best in products and
services, including healtheare services. The demographics

of pet ownership remain promising, as prosperous baby
boomers shift into active upper middle age and young married
couples with dual incomes delay having children and rely on

acquisitions.in-2006.-Early.in-2007,-we-invested-another:
$83 million for three additional acquisitions. All of these
build upon and extend our core animal health businesses
around the world.

Veterinarians, in providing healthcare for family pets,
continue to adopt IDEXX innovations, particularly
in diagnostics and information systems, to deliver the
best standard of medical care while improving the
productivity and economic success of their practices.
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pets-as-family.companions.-Diagnostics.are-one-of-the faster
growing and most profitable areas of the veterinary practice.
Veterinarians, in providing healtheare for family pets, continue
to adopt IDEXX innovations, particularly in diagnostics and
information systems, to deliver the best standard of medical
care while improving the preductivity and economic success

of their practices.

The Companion Animal Group reported 2006 revenues

of $606 million, up 16% from 2005. Operating profit of

$101 million rose 21% over 2003, and represented 17% of
Companion Animal Group revenue. Our success arises from
our focus on technical innovation and the customer expericnce.

“In 2006, discrete ems Included (i) $0 27 per diluled share of equily compensanon expsnse nel of tax

(i) $0.01 per dilted share for integration costs for business acquired in 2006 and the wiite-0own of an equity
nvestment in one of our Iechnology icensors net of tax. partially offset by (il a net tax benefit of $0 19 per
diluted share due 1o a reduction in pieviously acerued taxes in connection with the resolution of an Intevmal
Revenus Service income 1ax audit for 2003 ana 2004 in advance of the expirabon of the statutes of mitations,
a reduction ol previously recorded iInternational delerred tax liabilities as a result of oblaiming certain multiysar
tax sncentives, and the release of a valuation aliowance on internationat detarrad tax assets as 4 (esult of a
subsidiary demonstrating consistant sustaned profitability

In 2005, ciscrete tems incluoed $0.04 per difuted share of acquisition infegration expense, net of tax and income
tax expense assoaciated with repatriation of foreign earnings undar the American Jobs Craation Act of 2004
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Our most recent innovation, the SNAPY 41Dx" Test, expands
upon our highly successful SNAP® 3Dx" “Itst, by providing
the ability to screen dogs simultancously for four parasitic
discascs—heartworm, Lyme discase, E. canis and canine
anaplasmoesis. By combining a heartworm test with tests

for three prevalent tick-borne diseases, SNAP 4Dx allows
veterinarians lo sereen patients efficiently for discases that
are typically difficult or impossible o diagnose from clinical
signs alone. In fact, many dogs display no visible signs for
months. Since its full launch in September of 2006, SNAP 4Dx
has already received a tremendous reception with a significant
number of customer conversions from SNAP 3Dx.

Our Reference Laboratory business grew 209 in 2006 as a
combined result of organic growth and strategic acquisitions.
Our global network of reference laboratories, now numbering
37, expanded in 2006 to include South Africa, with the
additton of Golden VetLab's three locations, and Canada,
with the addition of Central Laboratory for Veterinarians four
locations. In March 2007, we also acquired Vita-Tech Canada,
the lurgest veterinary laboratory in Canada with a strong
presence in the important markets of Toronto and Montreal.
Combining these.two.Canadian laboratory.acquisitions.with

their practices, as a result of the benefits of image quality.
worktiow and total operating cost. In addition, film-hased
systems require the use of special chemicals in the clinic and
have physical space requirements for use and storage of images.

In July 2006, we introduced our newest digital product,

the IDEXX-DR™ 1417 Direct Digital Radiography System
for companion animals, which delivers an enhanced level

of image sharpness and clarity. Direct digital radiography
allows practitioners to view images within seconds and
manage images with IDEXX-PACS™ software. Added to
the portable IDEXX EquiView® Digital Radiography Svstem
for the equine market and IDEXX-CR™ 1417, a computed
radiography system for the small animal market, this new
offering allows IDEXX to market a spectrum of imaging
solutions that meets the needs of a broad range of veterinary
practice sizes und types.

We are also a leader in Practice Management Systems,
the software vsed by practices to run their businesses.
These systems are also evolving to support adoption of
clectronic medical records, and IDEXX is leading the
way with our IDEXX Cornerstone® Practice Management

IDEXX S worldwide network allows us (o serve the Canadian
veterinary profession with the highest quality reference
laboratory services, complementing our in-house veterinary
diagnostic solutions and practice management software in this
important country,

We continue to innovate in the rapidly-growing market for
veterinary Digital Radiography. Veterinarians are starting to
replace traditional film-based X-ray with digital radiography in

information. As u result, we are able to provide our customers
a unigue set of integrated information solutions that advance
their standard of medical care, dramatically increase staff
productivity and morale. and have a significant impact on
practice profitability. This integrated approach delivers
benefits to IDEXX through new customer acquisition, high
customer satisfaction and loyalty, and greater utilization of
our products. all of which generate growth in our profitable
rECurTing revenuce streams.

Production Animal Segment

The Production Animal Scgment (PAS) sales were

$39 miltion. a vear-to-year organic growth of 30%. In 2006,
PAS’s livestock product lines continued to exhibil strong
growth. Containing mad cow disease remains a key arca

of customer focus. especially in Europe, PAS is building
strong working relationships with leading European testing
laboratories that generate a market of over 10 million annual
tests, Our new IDEXX HerdChek® Bovine Spongilorm
Encephalopathy-Scrapic Antigen Test Kit is made 1o order
for this market. It combines large-scale testing for mad cow
disease and scrapie, a similar disease in sheep and goats,

System..Ourncwestrelzase, Cornerstone 7.0 advances
system capability in several key areas. including inventory
management, imaging and radiography features, and
information connectivity with IDEXX in-house diagnostic
systems and IDEXX Reference Laboratorics.

As we continue to design and introduce capabilities across
cach of our product and service lines, we also focus on their
interoperability, so that our products work together simply
and scamlessly to integrate practice financial and medical

...we are able to provide our customers a unique set
of integrated information solutions that advance their
standard of medical care, dramatically increase staff
productivity and morale, and have a significant

04

impact on practice profitability.

in-one-rapid-reliable-test.

In March 2047, we further grew our PAS business by
acquiring Institut Pourquicer, a lcading provider of production
animal diagnostic products. based in France. with a strong
European market presence and a product portfolio that is
complementary to the Company's existing production

animal products.

Our Dairy business continues to partner with cooperatives

and government agencies around the world to sereen for
antibiotic residues in milk. Because it takes only one cow
treated with sulfamethazine (SMZ) to contaminate the pooled
milk of up to 70,000 other animals, IDEXX developed the new
SNAP? Sulfumethazine Test, an accurate and simple method
to detect SMZ residue in milk. Dairy farmers, processors

and laboratories worldwide have adopted the SNAP family

of tests, making IDEXX one of the global market lcaders

in the field of milk safety.
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Take great strides: -

IDEXX innovations help advance ﬁ.m\m.ﬁm~m-o~,-5m-m: of veterinary medicine.
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Corporate Information

Corporate Offices

IDEXX Laboratories, Inc.

One IDEXX Drive

Westhrook, Maine (04092-2040
tel 207-556-0300

fax 207-556-4346

Web Site

idexx.com

Investor Relations

IDEXX Laboratories, Inc.

One IDEXX Drive
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10-K

The form 10-K, contained herein, for the
Company's fiscal year ended December 31, 2006,
is net accompanied by the exhibits that were filed
wilh the Securities and Exchange Commigsion.
These exhibits are accessible on the Internet by
visiting the Edgar section of the SEC Web site
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\\<CAUTIONARY SgATEMENT REGARDING FORWARD-LOOKING INFORMATION
0 o

J
\%\(} gFoJl;ward lookmg statements, wrtljun the meaning of Section 27A of the Securities Act of 1933, as amended,

and- Seetlon 21E of the Securities Exchange ‘Act of 1934, as amended, are made throughout thls Annual Repott on

Form® lO—K mcludmg statements re]atmg to among other things, supply commitments, sources of materials, product
launches our competitive position in the mdustry, future growth rates and gross margins, reallzatlon of inventory,
product sales, integration of acquisitions and operating expenses. For this purpose, any statements contained herein
that are not statements of historical fact may, ,be deemed to be forward-looking statements. Without hmltmg the.
foregoing, the words “believes,” “ant1c1pates " “plans,” “expects,” “seeks,” “estimates,” and similar expressions are
intended to identify forward-looking statements There are a number of important factors that could cause our results
to differ materially from those indicated by such forward- looking statements, including those detailed under the
caption “Management’s Discussion and Analysns of Financial Condition and Results of Operations—Critical
Accounting Policies and Estimates” and “Part [, Item 1A. Risk Factors ”

In addition, any forward-looking statements represent our views only as of the day this Annual Report on

Form 10-K was filed with the Securities and Exchange Commission and should not be relied upon as representing
our views as of any subsequent date. Whlle we may elect to update forward—]ookmg statements at some point in the
future, we specifically disclaim any obhgatlon to do so, even if our views change.

§é PARTI | .
i
ITEM1. BUSINESS 5: {

We develop, manufacture and distrii:ute products and provide services primarily for the veterinary and the
food and water testing markets. We also sell a line of portable e]ectrolytes and blood gas analyzers for the human
point-of-care medical diagnostics market. Our primary products and services are:

i e

» Point-of-care veterinary dlagnostlc products, comprising rapid assays and instruments and |

consumables;

» Laboratory and consulting serivi;ces used By veterinarians;

. Veterinary pharmaceutical pr(’)ductS' .

¢ Information products and semces and digital radiography systems for veterinarians;
"o Diagnostic and health-momtonng products for production animals;

*  Products that test water for certam rmcroblologlcal contaminants;

»  Products that test milk for antlbmnc residues; and

s  Point-of-care electrolytes and Flnod gas analyzers for the human medical diagnostics-market.

We are a Delaware corporation and were incorporated in° 1983. Our principal-executive offices are located -
at One IDEXX Drive, Westbrook, Maine 04092 our telephone number is 207-556-0300, and our Internet address is
idexx.com. References herein to “we,” “us;} 7 the “Company,” or “IDEXX" include our wholly-owned subsidiaries
unless the context otherwise requires. References to our web site are inactive textual references only and the content
of our website should not be deemed mcorporated by reference into this Form 10-K for any purpose.

We make available free of charge on our Web site our Annual Report on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Form 8-K, and amendments to those reports as soon as reasonably practicable after
we file such inforration with, or furnish it to {he Securities and Exchange Commission (“SEC”). In addition, copies
of our reports filed electronically with the SEC may be accessed on the SEC’s Web site at www.sec.gov. The public
may also read and copy any materials filed wrth the SEC at the SEC’s Public Reference Room at 100 F Street, NE,
Washington, DC 20549. Information on the operatlon of the Public Reference Room may be obtained by calling the

SEC at 1-800-SEC-0330. ; ,
A : !

}
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PRODUCTS AND SERVICES r. R N Y I L R O

.+ . During 2006, we operated primarily through three reportable segments: products and services for the . .,
veterinary market, which we refer to as our Companion Animal Group (*CAG”), water quality products (“Water”) ,
and products for production animal health, which we refer to as the Production Animal Segment (“PAS™). We also
operated a smaller segment that comprises products for dairy quality; which we refer to as Dairy. Financial
information about the Dairy operating segment is.présented in an “Other”” category. As of January 2007, we have -
added an operating Segment, which we refer to as OPTI Medical Systems (*OPTI1-Medical™), in connection-with our,
acquisition of the Critical Care Division of Osmetech.plc, which is presented in an &Other” Category. OPTI Medical
develops, manufactures, and sells point-of-care electroiyte and bload gas analyzers and related consumable products
for the human medical diagnostics market. See Note 16 to the consolidated financial statements for the year ended
December 31, 2006'included in.this-Form 10-K. for financial information about our segments including geographlc

information, and about our product and service categones BT A 2 Gl e

e D T T T B T T T R Lo
COMPAN[ON ANIMAL GROUP : - o VR
Instruments and Consumables . -5 1 e T oot Ao gt ' -

We currently market an integrated and highly flexible suite of in-house laboratory analyzers for use in
veterinary practices that we refer to as the IDEXX VetLab® suite of analyzers. The IDEXX VetLab® suite includes
several instrument systems, as well as' assoc1ated propnetary -consumable’ products that are described below

. Blood and Urine Chemlstg Our VetTest Chem:stry Analyzer is used to measure levels of certalna -
enzymes and other substances in blood or urine in order to assist the veterinanian in:diagnosing physiologic -
conditions. Twenty-six separate tests cari be performed on the VetTest® Chemistry Analyzer and additional .. [
parameters can be calculated. Blood tests commonly run include glucose, alkaline phosphatase, AL T (alanine
aminotransferase), creatinine, blood urea nitrogen (“BUN") and total protein. The VetTest® Chemistry, Analyzer ;-
also runs tests for urine protein/urine creatinine ratio, which assists in the detection of early renal disease. Tests are
sold individually and in prepackaged panels, such-as the Preanesthetic,Panel, the General Health Profile, the Equine
Panel, the-Non-Steroidal Anti- Inﬂammatory Drug {(“NSAID") Momtonng Panel, the Quallty Controt Panel and the
Dlagnostlc Health Profile. — S s e e e ‘ C e ,

- ! : [ J'.','Tr VTR Fe o aa g Taes T oa, o
Our VetLyte analyzer measures three electrolytes-—sodium, potassium and chloride—to a|d ‘in evaluatmg

acid-base and electrolyte balances and assessing plasma hydration We purchase our VetLyte®:Electrolyte Analyzers ,

and consumables from Roche Dlagnostlcs Corporation. ,
e . I T T R Y PTTUR S TR S

Our VetStat analyzer measures electrolytes, blood gases, glucose and ionized calcrum and calculates
other parameters,:such as bicarbonate and anicn gap. These measurements aid veterinarians in evaluatlng fluid -
therapy choices and measuring respiratory function. The VetStat® Electrolyte and Blood Gas Analyzer runs single-
use disposable cassettes that contain various configurations of analytes..On January 31,2007 we acquired the. . |
Critical Care Division.of Osmetech pl¢, which had been our suppl:er of VetStat®. analyzers and-consumables. See
the section titled “OPTI Medrcal Systems” below.  .'v 0 Tt e L e e, :

We purchase all of the reagents used in the VetTest® Chemistry Analyzer (“dry chemlstry shdes or
“VetTest® slides”) from Ortho-Clinical Diagnostics; Inc. (“Ortho™), a subsidiary of Johnson & Johnson.See
“Business-Production and Supply.” In October 2003, we entered into an agreement with Orthe under which we are ,
developing a next-generation chemistry analyzer for the veterinary market, named Catalyst Dx™, which is based
primarily on Ortho’s dry=slide technology. Ortho will provide slide consumables used in both the VetTest™
Chemistry Analyzer and-the. new. analyzer through 2020. Catalyst Dx™ will provide significantly. improved -
throughput; ease of use and menu, including the ability to run electrolytes. We expect Catalyst Dx™tobe 1.
commercially available in January 2008. We also expect to be sellmg and supporting VetTest® for the foreseeable-. :

future.

I T T L T I T N,
Chemistry reagent sales from our installed base of chemlstry analyzers provide the majority of
consumables volumes and revenues from our-installed base of- lDEXX VetLab® equipment.. - -, -

- -~ '
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Hematology. We sell two hematology analyzers: the LaserCyte® Hematology Analyzer, which uses laser-
flow cytometry technology to analyze cot'nf)onents of blood, including red blood cells, white blood cells, and
platelets; and the VetAutoread™ Hematology Analyzer.'We manufacture the LaserCyte® 1ntema]ly and source the
consumab!e through a contract manufactl;nilg arrangement : .

Quantitative Immunoassav Testlhg. The IDEXX SNAP® Reader allows the veterinarian to obtain
quantitative measurements of total thyroxine (“T4”), cortisol and bile acids. T;and cortisol measurements assist in
diagnosing and monitoring the treatment of certain endocrine diseases, such as hyper- and hypothyroidism, . ..
Cushing’s syndrome and Addison’s drsease’ Bile acid measurements assist in the diagnosis of liver dlsease Samples
and reagents are introduced to the analyzer using our SNAP platform ‘ e

We have under development and plan to launch a new quantitative immunoassay platform by January
2008, called SNAPshot Dx ", which will replace the IDEXX SNAP® Reader. SNAPshot Dx ™ is designed to
significantly improve ease of use, throughput and menu. We will manufacture this instrument and its consumables

internally. t l;

Urinalysis. Our IDEXX VetLab? UATM provides rapid, semi-quantitative urinalysis and is validated +.

specifically for vetermary use. }

IDEXX VetLab® Station. We sell IDEXX VetLab® Statton (“IVLS™) as an 1ntegral component of the
LaserCyte system and also as a standalone hardware platform. In both cases, IVLS physically connects and
integrates all the [IDEXX VetLab® equtpment and provides a laboratory information management system capability.
IVLS includes a user interface to run the lhdmdual equipment; generates one integrated patient report; stores,
retrieves and analyzes historical patient dlagnostlcs data; and connects to practice information management systems,
including IDEXX Comerstone® and Better Chorce systems, as well as a wide vanety of third- party systems

#

Rapld Assays

e e

We provide a broad range of smgle—use handheld test k1ts under the SNAP‘” name that allow quick,
accurate and convenient test results for a vanety of companion animal diseases and health conditions. These
products enable veterinarians to provide 1mproved service to animal owners by delivering test results and a
diagnosis at the time of the patient visit, allowmg the veterinarian to initiate therapy or prevention, if required. These
klts work without the use of i mstrumentatlon We also plan to provide, in 2008, the capability to have SNAPshot
Dx™ interpret all SNAP results and add these results automatically to the patlent s electronic medtcal record

Qur principal single-use tests mclude canine combination parasite tests called SNAP® 3Dx® whrch tests
simultaneously for Lyme disease, Ehrltch:a canis and heartworm, and SNAP®4Dx®, which addmonally tests for
Anaplasma phagocytophilum; a canine heartworm-only test; a canine test for parvovirus; a feline combination test,
the SNAP® Combo FIV antibody/FeLV antlgen test, which enables veterinarians to test simultaneously for feline -
immunodeficiency virus (“FIV”) (which is, srmllar to the human AIDS virus} and feline leukemia virus (“FeLV”); a
feline test for FeLV only; and canine and felme tests for Giardia, a parasitic disease. Sales of canine parasite tests,
1nclud1ng the heartworm only test, are greater in the first half of our fiscal year due to seasonality of dlsease testing
in the vetennary practice. _ g

In May 2006 we acquired intellectual property and distribution rights related to certain canine and feline -
rapid assay products from Agen B1omed1ca1 Limited. We sel] these tests primarily in Asia and Australia.

In addition to our smgle-use tests, we sell a line of microwell-based test kits, under the PetChek® name, that
are used by larger clinics and laboratories to test multiple samples. PetChek® tests offer accuracy, ease of use and
cost advantages to high-volume customers 3We currently sell PetChek® tests for canine heartworm disease, FIV, and
FeLV. . ‘ }

Veterinary Reference Laboratory and Consultmg Servrces
We offer commercnal veterinary reference laboratory and consultmg services to veterinarians in the U.S.,
Canada, Europe, Australia, Japan, and South 'Africa. Veterinarians use our services by submitting samples by courier
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or overnight delivery to one of our facilities. Our laboratories offer a large selection of tests and dlagnosuc panels to
detect a number of disease states and other conditions in production and companion animals. .- ., . i

(LR

Additionﬁlly, we provide specialized veterinary consultation, telemedicine and advisory services, including
cardiology, radiology, internal medicine and ultrasound consulting. These services permit veterinarians to obtain
readings and. mterpretatlons of test results transmitted by telephone and over the Internet from the vetermanans

offices.. - Y .o oo 8

. . .
[ Lot et ) ' A

Practice Information Management Systems-and Digital Radiography

Practice Information Management Systems and Services. We develop, market and setl practice information
management systems (“PIMS”) including hardware and software that run key functions of veterinary clinics,
including patient electronic health records management, scheduling (including boarding and grooming), billing and .- .
inventory management. Our principal system is the Cornerstone® system. We believe we are one of the leading {
providers of veterinary practice information management systems in North:America, with an installed base of more
than 6,600 of the approximately 28,000 veterinary hospitals tn North America. We also provide software and
hardware support to our PIMS customers, and related supplies and services to veterinary PIMS users in general, and
we derive a mgmﬁcant portion of our revenues for this product line from ongoing service contracts. -

' - - P vt il .

DlEltal RadloETath Svstems and Servrces Our digital radiography systems capturc radlograph lmages in.
digital form, replacing traditional x-ray film. Use of digital radiography systems eliminates the need for the film and_
processor, hazardous chemicals and darkroom required for the production of film-images, and provides for image
manipulation and enhancement through contrast management. We market and sell three digital radiography systems,
the IDEXX-DR™ 1417 and the IDEXX-CR™ 1417 systems for use in the small animal {e.g., dogs and cats)
veterinary hospital, and the IDEXX EquiView® DR system for use as a portable unit in ambulatory veterinary ]
practices, such as equine practices. Qur digital radiography systems use IDEXX-PACS™ picture archiving and
communication system (“PACS”) software for the viewing, manipulation, management, storage and retrieval of the |
digital images generated by the digital capture plate.. The IDEXX-PACS™ software also penmts images from our
digital radiography systems to be integrated into patients’ medical records in the Cornerstone® system, as well as
transferred to other practice information management systems. ) L3

Pharmaceatical Products - L

We develop, market and sell pharmaceuticals for the veterinary- market. We currently market and sell four |
pharmaceutical products: PZI VET®, an insulin product for the treatment of diabetic cats; Acarexx® (.01% ;
ivermectin) otic suspension for the treatment of ear mites in cats; SURPASS® (1% diclofenac sodium}, a topical, - |
nonsteroidal anti-inflammatory drug for equine use; and Navigator™ (32% nitazoxanide) Antiprotozoal Oral Paste, a
treatment for equine protozoal myeloencephalitis (“EPM™): See “Part I, Item 1A. Risk Factors = We May be i
Requtred to D:scontmue Sales of One of Our Veterinary,Pharmaceutical Products.” , " RN
i L e ] Co .'11
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WATER . . Ce o . Lo
T T . S 2 . o - .
We offer a range of products used in the detection of various microbiological analytes in water.
a . yoF
Our Colilert®, Colilert® 18 and Coljsure® tests simultaneously detect total coliforms and E. coli in water.
These organisms are broadty used.as indicators of microbial contamination in water., These products utilize
indicator-nutrients that produce a change in color or fluorescence when metabolized by target:microbes in the | '
sample. Our water tests are used by government laboratories, water utilities and private certified-laboratories to test -
drinking water in compliance with U.S. Environmental Protection Agency (“EPA”) standards. The tests also are .. . ;
used in evaluating water used in production processes (for example, in beverage and pharmaceutical applications)
and in evaluating bottled water, recreational water, waste water and water from private wells . T
f (. TR Lo b ]
Our Enterolert™ product detects enterococci in drinking and recreational waters. Our Quanti-Tray® i
products, when used in conjunction with our Colilert®, Colilert®-18, Colisure® or Enterolert™ products, provide | i
users quamitative measurements of microbial contamination, rather than a presence/absence indication. The !
Colilert®, Colilert®-18, Colisure® and Quantl-Tray products have been approved by the EPA and by regulatory

agencies in certain other countries. . A . A
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Our Filta-Max® product is used in the detection of Crvptosporidia in water. Cryptosporidia are parasites
that can cause potentially fatal gastromtestmal illness if ingested. Testing of water supplies for Cryptosporidia has
been mandated by regulation only in the Unlted Kingdom. On December 29, 2006, the Drinking Water Inspectorate
in the U.K. published a proposal to dlscontmue the regulation that requires testing water supplies for Cryptosporidia
effective as of December 22, 2007 or, if approved by the regulator, at an earlier date. If this proposal is adopted, we
believe that we will lose a substantial pomon of our sales of Filta-Max products in England and Wales, which were
$2.9 million in the year ended December 31 }2006

P b AR Ve Y

PRODUCTION ANIMAL SEGMENT ¢

We sell dlagnostlc tests and relate]d instrumentation that are used to detect a wide range of diseases and to
monitor health status in production amma]s Our production animal products are purchased primarily by government
laboratories and poultry and swine producers Significant products include diagnostic tests for porcine reproductive
and respiratory syndrome and pseudorabtes \;lrus in plgs Newcastle disease in poultry; and Johne s disease, bovine
viral diarthea virus, and brucellosis in cattlc. f -

We have developed a postmortem test for bovme sponglform encephalopathy (“BSE” or “mad cow
disease™). This test was approved for use m the U.S. by the United States Department of Agricutture (“USDA”) in
2004 and for use in the European Union (“EU") by the European Commission in February 2005. We also offer
related tests for the detection of similar dlseases such as scrapie in small ruminants, including sheep, and Chronic
Wasting Disease in deer. Testing for BSE i in the U.S. is limited and we do not know when or if the USDA will
expand its testing program, which would 1n{cr(ease the domestic market for these tests. .

On January 26, 2007 we announced that we had entered into an agreement to acquire all of the shares of
Institut Pourquier. Based in Montpeltier, France Institut Pourquier develops, manufactures and sells production
animal diagnostic products. The closing of tlns transaction is subject to certain conditions and is expected to occur in
March 2007, Institut Pourqmer had sales of approxxmately 875 mtl]lon in 2006.
OTHER

!
Dairy ‘;

Our principal product for use in testtlng for antibiotic residue in milk is the SNAP® beta-lactam test. Dairy
producers and Processors use our tests for quahty assurance of raw milk, and government and food-quality managers
use them for ongoing surveillance. { :

In March 2003, we entered into an agreement with the FDA under which we agreed, among other thmgs to
perform specified lot release and stability te;;tmg of our SNAP® beta-lactam products and to provide related data to
the FDA. If the FDA were to determine that one or more lots of product failed to meet applicable criteria for product
performance or stability, the FDA could take vanous actions, including requiring us to recall products or restricting
our ability to sell these products. Sales of dauy anttblonc residue testing products were $15.4 million in 2006.

. 3 -
OPTI Medical Systems ‘E

We sell OPTI® point-of-care analyzers and related consumables for use in human medical hospitals and
clinics to measure electrolytes, blood gases, ac:d-base balance, glucose and ionized calcium, and to calculate other
parameters such as bicarbonate and'anion gap* These analyzers are used primarily in emergency rooms, operating
rooms, cardiac monitoring areas and any locatlons where time-critical diagnostic testing is performed within the
hospital settmg The OPTI® CCA Electrolyte and Blood Gas Analyzer runs single-use disposable cassettes that
contain various conﬁguranons of analytes; tllleIOPT]® ‘R analyzer runs reusable cassettes in various analyte
configurations; and the OPTI® Lion analyzer* runs single-use electrolyte cassettes.

JE
MARKETING AND DISTRIBUTION - !

We market, sell and service our products worldwide through our marketing, sales and technical service

groups, as well as through independent dlsmbutors and other resellers. We maintain sales offices outside the U.8. in

6
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Australia, China, France, Germany, Italy, Japan, the Netherlands, Spain, Switzerland, Taiwan and the United. -
Kingdom. Sales and marketing expensé was $115.9 mllhon $102 0 m]l]lOIl and $85 7 million in 2006 2005 and
2004, respectlvely, or 16% of sales in each year

" Generally, we select the appropriate distribution channet for our products based on the type of product,
technical service requirements, number and concentration of customers, regulatory requirements and other factors.
We market our veterinary diagnostic and pharmaceutical products to veterinarians-both directly and through
indepeiident veterinary distributors in the U.S., with most instruments sold directly by IDEXX sales personnel, and
test kits, pharmaceutical products and instrument consumablés supplied primarily by the distribution channel.
Outside the U.S., we sell our veterinary diagnostic products through our direct sales force and, in certain countries,
through distributors and other resellers. We sell our reference laboratory services worldwide through our direct sales
force. We market our software and digital radiography products through our direct sales force primanly in the U.S.
We markét our water and food diagnostics products primarily through our direct sales force in the U.S. and Canada.
Outside the U.S. and Canada, we market these products through selected independent distributors and, in certain
countries, through our direct sales force. We sell our OPTI® electrolyte and blood gas analyzers both directly and
through independent human medical product distributors in the U.S. and sell most of the related consumables
through the distribution channel. Qutside the U.S., we sell our OPTI® electrolyte and blood gas analyzers and related
consumables through our direct sales force and through distributors and other resellers.

Our largest customers are our U.S. distributors of our products in the CAG segment. In 2005, two of our
CAG distributors merged and, as a result, the combined company, Butler Animal Health Supply, LLC, accounted for
9% and 10% of our 2006 and 2005 revenue, respectively, and 5% and 4% of our net accounts receivable at
December 31, 2006 and 2005, respectively. : .

RESEARCH AND DEVELOPMENT

Our business includes the development and introduction of new products and services and may involve
entry into new business areas. Our research and development activity is focused primarily on development of new
diagnostic instrument platforms and information systems, new immunoassay devices, new diagnostic tests, new
animal drugs, enhanced practice information systems, and improvements in the performance, connectivity, usability,
and interoperability of our products and services. Our research and development expenses, which consist of salaries,
employee benefits, materials and consulting costs, were $53,6 million, $40.9 million and $35.4 million, or 7. 3%
6.4% and 6.4% of sa]es in 2006 2005 and 2004, respectlvely

LI

PATENTS AND LICENSES

We' actlvely seeck to obtain patent protection in the U.S. and other countries for inventions covering our
products and technologies. We also license patents and technologies from-third parties. These licenses include an -
exclusive royalty-bearing license of certain patents relating to diagnostic products for FIV that expire in 2009, from
The Regents of the University of California; and exclusive licenses from Tulane University and the University of
Texas to certain patents and patent applications expiring beginning in 2019 that relate to the detection of Lyme
disease. We also have an exclusive royalty-bearing license of certain (gatents expiring in 2007 relating to defined
substrate technology (“DST”) that is utilized in the Colilert™ Colilert®-18, Colisure® and Enterolert™ water testing
products, although we do not believe the expiration of the DST patents in 2007 will have a material effect on our’
water business. In addition; we hold a U.S. patent expiring in 2014 that specifically covers the Cotilert®-18 product

and another patent expiring in 2014 that relates to certain methods and kits for simultaneously detecting antigens and :i

antibodies, and which covers certain of our SNAP® products mcludmg our SNAP® Combo FIV/FeLV and Canine
SNAP® 3Dx* and 4Dx® combination tests. * - . ‘

To the extent some of our products may now, or in the future, embody technologies protected by patents,
copyrights or trade secrets of others, we may be required to obtain licenses to such technologies in order to continue
to sell our products ‘These Ilcenses may not be available on commercmlly reasonable terms or at all. Our failure to |

obtain any such licenses may delay or prevent the sale of certain new or existing products. See “Part I, Item 1A, !
Risk Factors.” .
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PRODUCTION AND SUPPLY
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VetTest Chemlstry Analyzers are manufacrured for us by Tokyo Parts lndustrlal Company, Ltd under an
agreement that renews annually unless elther party notifies the other of its decision not to renew. VetTest® slides are
supplied exclusively by Ortho under supply agreements with ()rtho (the “Ortho Agreements™). We are required to
purchase all of our requirements for our current menu.of VetTest® slides from Ortho to the extent Ortho is able to
supply those requirements. In addition, we have committed to minimum annual purchase volumes of certain
VetTest” slides through 2010. Under these agreements Ortho will also supply the slide consumables used in the
Catalyst Dx™ chemistry analyzer. The Ortho -Agreements expire on December 31, 2020, . N

‘ . t_ '

The VetAutoread™ Hematology Analyzer is manufactured for us by QBC Dlag‘nOSthS, Inc (“QBCD”
under a supply agreement that expires on December 31, 2020. The VetLyte® Electrolyte Analyzer is manufactured
for.us by Roche Diagnostics Corporatjon 1 under an agreement that requires Roche Diagnostics to supply analyzers
through December 31, 2007, and consumables and spare parts through December 31, 2013: We have certain
minimurn purchase obllgauons under these agreements : . Coe e e Ca

We purchase certain other products raw matenals and components from a smgle suppller These mclude
active ingredients for our pharmaceutical products certain digital radiography systems, certain other instruments,
instrument consumables, and certain components used in our SNAP® rapid assay devices, water testing products,
and instruments, including in LaserCyte® Hematology Anatyzers. We have in the past been successful in ensuring
an uninterrupted supply of products purchased from single source suppliers. However, there can be no assurance that
uninterrupted supply can be maintained if these agreements terminate for any reason or our-suppliers otherwise are
unable to satisfy our requirements for products R S e,

We do not generally maintain SIgmﬁcant backlog and believe that our backlog at any particular date . ., |
historically has not been indicative of ﬁtture sales.

) . . B
COMPETITION c % E SRS . : S
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We face intense competmon wnthm the markets in whlch we sell our products and services. We expect that :
future competition will become even more'in intense, and that we will have to compete with changing technologies, |
which could affect the marketability of our: products and services. Qur competitive position also will depend on our..
ability to develop proprietary products, attr;apt and retain qualified scientific and other persennel, develop and
implement production and marketing plans, tE)btain or license patent rights, and obtain adequate capital resources.

We compete with many companies &ranging from small businesses focused on animal health to large
pharmaceutical and human medical dlagndsttcs companies. Our competitors vary in our different markets. Academic
institutions, governmental agencies and other public and private research organizations also conduct research
activities and may commercialize productsi which could compete with our products, on their own or through joint
ventures. Some of our competitors have substantlally greater capital, manufacturing, marketing, and research and .
development resources than we do. _— : :

Competitive factors in our different business areas are detailed below: C '

t . L
- Veterinary diagnostic groducts and food and water testing products. We compete primarily on the , . .
basis of the ease of use, speed, accuracy, completeness and other performance characteristics of our

products and services (mcludting unique tests), the breadth of our product line and services, the *
effectiveness of our sales and distribution channels, the quality of our technical and customer service,
and our pricing relative to the value of our products. :

e Veterinary laboratory and consultmg services. In this market, we compete primarily on the basis of
quality, conSIStency of serwce levels, technology, and our pricing relative to the value of our services.
We compete m most geographlc locations in the U1.S. wrth Antech D1agnostlcs a unit of VCA Antech,
" Inc.

¢ ' '
s  Veterinary pharmaceuticals. We compete primarily on the basis of the performance characteristics of
our products. !
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‘¢ Practice Information Manageiment and Digital Radiography Systemis. We compéte primarily on the
basis of ease of use, functionality, connectivity to equipment and other systems, performance * -
" characteristics, effectiveness of our customer service, information handlmg capabilities, advances in -
technologies, and our pricing relative to the value of our products and services. R

Electrolyte and Blood Gas An'alyzers for the human medical diagnostics point -of-care market. In this

market we Compete primarily with large human medical diagnostics companies such as Radiometer
+ 7 T A/S, Siemens Médical Solutions Diagnostics, Instrumientation Laboratory, Abbott Dragnostrcs and :
Roche Diagnostics. We compete prrmanly on the basis of ease of use, menu, convenience,
"t infernational dlstnbunon and service, 1nstrument rehab11|ty, and our pncmg relanve to the value of our
products.

GOVERNM ENT REGULATION ‘

fa

.

" Many of our products are ‘subject to regulation by U.S. and foreign regulatory agencres The followmg lS a'
description of the principal regulatrons affecting our businesses. ' . _ |

e '
e Y, ¢ t . T ]

Veterinary diagnostic products. Most diagnostic tests for ammal health applications, meludmg our '
production animal products and our rapid assay lines of business, are veterinary biological products for infectious '
diseases that are regulated in the U.S. by the Center for Veterinary Biologics within the USDA Animal and Plant' -
Health Inspection Service (“APHIS™). The APHIS regulatory approval process involves the submission of product ;l
performance data and manufacturing documentation. Following regulatory approval to market a product, APHIS
requires that each lot of product be submitted for review before release to customers. In addition, APHIS requires - !
special approval to market products where test results are used in part for government-mandated disease ‘
management programs. A number of foreign governments accept APHIS approval as part of their separate
regulatory approvals. However, compliance with an extensive fegulatory process is required in connection with
marketing diagnostic products in Japan, Germany, the Netherlands and many other countries. We aiso are required
to have a facility license from APHIS to manufacture USDA-licensed products. We have obtained such a license for
our manufactunng facrllty in Westbrook Mame and our drstnbutlon center in Memphrs Tennessee. }

Our veterinary diagnostic instrument systems are medical device$ regulated by the U.S. Food'and Drug
Administration (“FDA™) under the Food, Drug and Cosmetics Act (the “FDC Act”). While the sale of these products
does not require premarket approval by FDA and does not subject us to the FDA’s current Good Manufacturing
Practices regulations (“cGMP™), these products must not be adulterated or misbranded undér the FDC Act:

Veterinary pharmaceuticals, The manufactureand sale of veterinary pharmaceuticals are regulated by the “
Center for Veterinary Medicine (“CVM”) of the FDA. A new animal drug may not be commercially marketed in the:
U.S. unless it has been approved as safe and effective by CVM, Approval may be requested by filing a new animal |
drug application (“NADA”) with CVM containing substantial evidence as to the safety and effectiveness of the
drug. Data regarding manufacturmg methods and controls also are required to be submitted with the NADA. |
Manufactirers of animal drugs must also compty with cGMP and Good Laberatory Practices (“GLP”). Sales of
animal drugs in countriés outside the U.S. require compliance with the laws of those counmes which may be

extensive. o

Water tésting products.. Our water tests are not subject to formal premarket regulatory approval However w
before a test can be used as part of a water- -quality monitoring program in the U.S. that is required by the EPA, the
test must first be approved by the EPA. The EPA approval process involves submission of extensive product
performance data in accordarice with an EPA-approved protocol, evaluation of the data by the EPA and gubhcauon i
for public comment of any groposed approval in the Federal Register before final approval. Our Colilert®, Colilert™-
18, Colisure®, Quanti-Tray®, Filta-Max® and SimPlate® for heterotropic plate counts (“HPC’’) products have been
approved by the EPA. The sale of water testing products also is subject to extens:ve and lengthy regulatory
processes in many other countnes around the world °

o, ¢ }

» Dairy testing products. The sale of dairy testing products in the U.S. is regulated by the FDA in
conjunction with the AOAC Research Institute (“AOAC RI"). Before a product can be sold, extensive product
performance data must be submitted in accordance with a protocel that is approved by the FDA and the AOAC R1.
Following approval of a product by the FDA, the product must also be approved by the National Conference on

.9 i
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Interstate Milk Shipments (“NCIMS™), an oversrght body that includes state, federal and industry representatives.

Our dairy antibiotic residue testing products have been approved by the FDA and NCIMS. While some foreign

countries accept AOAC RI approval as part “of their regulatory approval process, many countries have separate

regulatory processes. - . .. - f . ey
l

e e LT

, Human point-of-care electrolyte and blood gas analyzers. Our OPTI® instrument systems are classrﬁed as
Class Il medical devices, and their de51gn1manufacrure and marketmg is regu]ated by the FDA. Accordingly, we
must comply with cGMP i in the manufacture of our OPTI® products. The FDA's Quality System regulations further
set forth standards for product design and manufacturmg processes, require the maintenance, of certain records, and
provide for inspections of our facilities by the FDA. New OPTI® products fali into FDA clasan" ications that require
notification of and review by the FDA before marketmg, submitted as a 510(k) application. |

OPTI® products are also subject tb regulations governing the manufacture and marketing of medical .
devices in each country in which they are §old The European Medical Device Directives create a single set of
medical device regulations for all EU member countries, and they require companies that wish to manufacture and
distribute medicat devices in EU member countrles to obtain European Conformlty (“CE”) ma.rkmg for their.
products. We have obtained authorization toéapply the CE marking to our OPTI® products.

Any acqulllOl‘lS of new products and technologles may subject us to addmonal areas of government
regulatron These may, involve food, drug, ptedlcal device and water-quality regulations of the FDA the EPA and
the USDA as well as state, local and forergn{ governments. See “Part I, Item 1 A. Risk Factors

EMPLOYEES . 4 S

«

P

b T

At December 31 2006 we had approxrmately 3, 900 full-trme and part-tlme employees We are not a party
to any collective.bargaining agreement and we believe that relations with our employees are.good. .

o

(¥} oot L L . R e

ITEM lA RISK FACTORS R
’] ‘[ . r .
Our future operatmg results mvol\ge a number of nsks and uncertainties. Actuat events or results may differ
materially from those discussed in this report, Factors that could cause or contribute to such differences include, but
are not limited to, the factors dlscussed belov}r as well as those discussed elsewhere in this report.

I : ' L
We May Be Unsucces_sful in Mnintaining Our Growth Rate_ R P .
Our ability to maintain our growth rate depends on our successful lmplementauon of vanous strategles
including: . . F . . e e,
.. -Developmg, manufactunng and marketmg 1nnovat1ve new products wrth new features functlons and
.capabilities, including in- house lraboratory analyzers such as Catalyst Dx™ and SNAPshot Dx"", rapid
assay and other specialized dragnostrc tests.and services, water testing, products production animal
diagnostic products, and compamon animal veterinary pharmaceuticals, as well as improving and
enhancing existing products; | E

> Developmg and lmplementmg an techno!ogy and licensing strategles and 1dent1ﬁnng, completing
"and integrating acqursmons that enhance our exrstmg busmesses Of create new busmess areas for us;

4

. Increasrng the value to our customers of our companron animal products and services by enhancmg the
integration of these.products, mcludmg the mteroperablllty among the IDEXX VetLab® instrument -
suite, Cornerstone” practice mformatlon management system, the ]DEXX-PACSTM software and

- IDEXX Reference Laboratones S - e . ! : o

. Expandmg our market by expandmg the installed base'of our mstrumentatron through customer
acquisition and retention and i mcreasmg use of our products by our customers; and
i

s Strengthening our sales and mérketmg actlvmes both within the U.S. and in geographres outside of the
U.S. ' Pl ¥ SR S ' ..

. . L \ . . . \ R s
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However, we may not be ablé to successfully implement: some or all'of these strategles and increase'or - '

sustain our rate of growth’ orproﬁtablhty B -t Y S o

o

[ L

'Various Government Regulanons Could lelt or Delay Our Ablllty to Market and Sell Our- - |
- Products -~ R . ' f ot
v . T oy 1 o : . N . L

In the U.S., the manufacture and sale of our products are regulated by ageiicies such as the USDA,FDA .
and the EPA. Most diagnostic tests for animal health applications, including our canine, feline, poultry and livestock
tests, must be approved by the USDA prior to sale. Qur Water testing products must be approved by the EPA before
they can be used by customers in the U.S. as a part of a water quality monitoring program required by the EPA. Qur
pharmaceutical and dairy testing products require approval by the FDA. The manufacture and sale of our OPTI® line ¢
of human point-of-care electrolytes and blood gas analyzers, which we acquired in January 2007, are regulated by
the FDA and require approval by the FDA before they may be sold commercially. The manufacture and sale of our
products are subject to similar laws in many foreign countries: Any failure to comply with legal and regulatory
requlrements relating té the manufacture and sale of our products in the U.S. or in other countries could result in-
fines and Sanctions against'us or removals of our products from the market; which could have a material’ adverse r

effect on ourresults of operations.” - ° S : T . o

'
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" "We are subject to.an agreement with the FDA under which we are requ1red among other thmgs to perform ‘
selected specified lot release and stability testing of our SNAP® beta:lactam dairy testing products and to provide -~
related data to the FDA. If the FDA were to determine that one or more lots of product failed to meet applicable
criteria for product performance or stability, the FDA could take various actions, including requiring us to recall
products or restricting our ability to sell these products. Sales of dalry annblotlc residue-testing products were $15.4
mllhon for the year ended December 31 2006. :

Ll

P K L

Our Dependence ona lelted Number of Suppliers Could Limit Our Ability to Sell Certaln
Products or Reduce Our Proﬁtablllty ‘ ]

i ~ fl

We currently purchase many products and materials'from single sources or a hmlted number of sources.
Some of the products that wé purchase from these sources are proprietary, and, therefore, cannot be readily or easily |
replaced by altemanve sources. These products include our VetAutoread™ Hematology; VetLyte® Electrolyte and’ :
IDEXX VetLab® UA™ urinalysis analyzers and related consumables and accessories; the consumables associated: -’ i|
with our VetTest chemistry analyzers; certain digital radiography system components, specifically i 1mage capture -
plates and readers; active ingredients for pharmaceutlca] products; and certain components of our SNAP® rapid j
assay devices, water testing products and LasérCyte® Hematology Analyzers. If we are unable to obtain ‘adequate
quantities of these products in' the'future, we could face cost increases or reductions, delays ot dlscontmuatlons i "
product shlpments which could have a matefial adverse effect on our results of operauons " |

B EEE S | P T '-“

Our Minimum Purchase Obllgatmns Under Certain Agreements Could Reduce Our Proﬁtablllty

We purchase the slides sold for use in our VetTest® Chemistry Analyzers under an agreement wuh Ortho |
that, as of December 31; 2006, required us to-purchase a minimum of $59.0 million of slides'through 2010. We
purchase our VetAutoread™ Hematology Analyzers, components and consumables under an agreement under i
which we are requued to make aggregate minimum purchases of $15.7 million through 2020. We also have '}
minimum purchase commitments under thé terms'of certain other supply agreements-that commit us to future :
payments of $20.4 million. 1f démand for any of the products purchased under these agreements is insufficientto |
support our minimum purchase obligations for those products, we could incur losses related to those obligations. In
addition, because we purchase the products at predetermined prices, our profits on sales of these: products could-"
decline’if we are unable to maintain current pncmg levels for such products 2 -

a4 ' N . ., PR L [ vl

We May be Required to Dlscontmue Sales of One of Our Vetermary Pharmaceutical Products

' . o P LT g T . . !
i

" .One of our veterinary pharmaceiitical products is sold under thé'FDA’s regulatory discretion and we -+ -
believe that the FDA would require us to discontinue sales of this product within a short period if and when the FDA
approves another product to treat the same condition, whether such new product was our product or that of another
commercial supplier. In addition, we have a finite inventory of the raw materials used in the manufacture of the
product, and these raw materials are no longer commercially available. We believe that our remaining inventory of

11
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raw materials will be adequate to satisfy existing market demand until late 2008 or early 2009. We have, in
advanced development and clinical trials, 'a new product based on different raw materials and we intend to seek FDA
approval of this product. FDA approval of thlS new preduct would fully mitigate the commercial risk that we would
be required to stop selling our current product due either to FDA approval of another manufacturer’s product or to
the full depletion of our inventory of raw materlals While we hope to smoothly transition to our new product, we -
cannot predict when or if the FDA will approve our new product or any product that treats the same condition from
another manufacturer. Revenues from sales of this pharmaceutical product were $11.9 million in 2006
$
Our Bmloglc Products Are Complex and Difficult to Manufacture, Whlch Could Negatlvely Affect
-Our Ability to Supply the Markelt L — . , Lo
' F - , 4
‘ Many of our rapld assay and produ'ctlon ammal dlagnostlc products are blolog1cs wlnch are products that

are comprlsed of materials from living organisms,, such as antibodies, cells and sera. Manufacturmg biclogic: .-*
products is highly complex. Unlike products that rely on chemicals for efficacy (such as most pharmaceutlcals),
biologics are difficult to characterize due to the inherent variability of biological input materials. Difficulty in
characterizing biological materials or thexr‘ interactions creates greater risk in the manufacturing process. There can
be no assurance that we will be able to mamtaln adequate sources of biological materials or.that biological materials
that we maintain in inventory will yield ﬁnlshed products that satisfy applicable product release criteria. Our
inability to obtain necessary biological matenals or to successfully manufacture biglogic products that incorporate
such materials could have a material adverse effect on our results of operations. . . .

Our Success Is Heavily Dependent Upon Our Proprietary Technologiest R
; i’
We rely ona combmanon of patent trade secret, trademark and copynght laws to protect our propnetary
rights. If we do not have adequate protectlon of our proprietary rights, our busmess may be affected by compet1tors
who develop substantially equivalent technologles that compete with us. - R S

! : - -
We cannot ensure that we will obtam issued patents, that any patcnts 1ssued or lrcensed to us w11] remain
valid, or that any patents owned or hcensed by us will provide protection against competitors with similar .
technologies. Even if our patents cover products sold by our competitors, the time and expense of litigating to |
enforce our patent rights could be substantial, and could have a material adverse effect on our results of operations.
In addition, expiration of patent rights could Tesult in substantial new competition in the markets for products
previously covered by those patent rights. E ;- . RS oo N S

! ' - .

In the past, we have recewed nonces clalmmg that our products mfrmge ,thtrd-party patents and we may,
receive such notices in the future.. Patent lmgatmn is comp]ex and expensive, and the outcome of patent litigation
can be difficult to predict. We cannot ensur’e that we will win a patent litigation case or negotiate an acceptable
resolution of such a case. If we lose, we may .be stopped from selling certain products and/or we may be required to
pay damages and/or ongoing royalties as a result of the lawsuit., Any such adverse result could have a material
adverse effect on our results of operations. %

t ' tr ce 1 S

Dlstnbutor Purchasmg Patterns, Could Negatively . Affect Our Operatmg Results

. ), .o

We sell many of our products mcludmg substantlally all of the rapld assays and mstrument consumables _
sold in the U.S; through distributors. Dlstnbutor purchasing patterns can be unpredictable and may be influenced by
factors unrelated to the end-user demand for our products. In addition, our agreements with distributors- ‘may. |,
generally be terminated by the distributors for any reason on 60 days notice. Because significant product sales are
made to a limited number of distributors, thnc loss of a distributor or unanticipated changes in the frequency, timing
or size of distributor purchases, could have a negative effect on our results of operattons. Our financial performance,
therefore, is subject to an unexpected downtum in product demand and may be unpredictable.

T . R . r V. ‘ : ‘ .

Distributors of vetennary productsi have entered mto busmess combmatlons resultmg in fewer distribution
companies. Consolidation within dlStl'lbuthll channels would increase our customer concentration level, which
could increase the risks described in the precedmg paragraph. L , Sy
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- Increased Competition and Technologlcal Advances by Our Competitors Could Negatlvely Affect ;
Our Operating Results : -

We face intense competition within the markets in whlch we sell our products and services. We expect that
future competition will become even more intense, and that we will have-to compete with changing and improving
technologies. Some of our competitors and potential competitors, including large pharmaceutical and diagnostic
companies, have substantially greater capital, manufacturing, marketing, and research and development fesources f

than we do.
Changes in Testmg Could Negatively- Aﬁect Our Operatmg Results T _ \

The market for our companion and productlon animal diagnostic tests and our dairy and water testing
products could be negatively impacted by a number of factors. The introduction or broad market acceptance of ‘
vaccines or preveritatives for the diseases and conditions for which we sell diagnostic tests and services could result
in a decline in testing. Eradication or substantial declines'in the prevalence of certain diseases also could lead to a i
decline in diagnostic testing for such diseases. Our production animal products business in particular is subject to
fluctuations resulting from changes in disease prevalence. In addition, changes in government regulations could
negatively affect sales of our products that are driven by compliance testing, such as our dairy and water products. -
Dcclmcs in testmg for any of the reasons descnbed could have a matenal adverse effect on our results of operations. :

On December 29, 2006, the Dnnkmg Water Inspectorate in the U.K. published a proposal to discontinue .
the regulation that requires testing water supplies for Cryptosporidia effective as of December 22, 2007 or, if '
approved by the regulator, at an earlier datc If this proposal is adopted, the Company believes that it will lose a
substantial portion of its sales of Filta-Max® products in England and Wales whlch were $2. 9 million in the year

ended December 31, 2006. &)

Consolldatlon oi‘ Veterinary Hospltals in the U.S. Could Negatwe!y Affect Our Busmess

"An increasing percentage of veterinary hospltals in the U.S. are owned by corporations that are in the
bitsiness of acquiring veterinary hospitals and/or opening new veterinary hospitals nationally or regionally. Major
corporate hospital owners include VCA/Antech, Inc. and Banfield, The Pet Hospital, both of whom are currently
customers of IDEXX. Corporate owners of veterinary hospitals could attempt to improve profitability by leveraging '
the buying power they derive from their scale to obtain favorable pricing from supphers which could have a S
negative impact on our results. In addition, VCA/Antech is our primary competitor in the U.S. market for reference |
laboratory sérvicés, and hospitals acquired by VCA/Antech will use its laboratory services almost exclusively. ;
Therefore, hospitals acquired by VCA/Antech generally will cease to be customets or potential customers ofour .

reference laboratones busmess

Our [nexpcrlence in the Human Pomt—of Care Market Could’ lnhlblt Our Success in this Market -

.
Upon acquiring the Critical Care Division of Osmetech plc, we entered the human pomt-of-care medical -
diagnostics market for the first time with thé sale of the OPTI® line of clectrolyte and blood gas analyzers. The
human point-of-care medical diagnostics market differs in many respects: from the veterinary medical market.
Significant differences include the impact of third party reimbursement on diagnostic testing, more extensive-
regulation, greater product liability risks, larger competitors, and more rapid technological innovation. There can be
no assurance that we will be successful in achieving growth and profitability in the human péint-of-care medical
diagnostics market comparable to the results we have achieved in the veterinary medical market.

o b

I,
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Risks Associated wnth Doing Business Internationally Could Negatively Affect Our Operatmg Resultls

For the year ended December 31, 2006, 35% of our revenue was attributable to sales of products and :
services to customers outside the U.S. Various risks associated with foreign operations may impact our intérnational
sales. Possible risks inchide fluctuations in the value of foréign currencies, disniptions in transportation of our = -F
products, the differing product and setvice needs of foreign customers, difficulties in building and managing forelgn
operations, import/export duties and quotas, and unexpected regulatory, economic or political changes in foreign
markets. Prices that we charge to foreign éustomers may be different than the prices we charge for the same ;

products in the U.S. due to competitive, market or other factors. As a résult, the mix of domestic and international i
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sales in a particular period could have a materlal impact on our results for that period. In addition, many of the
products for which our selling price may } be denominated in foreign currencies are manufactured, sourced, or both,
in the U.S. and our costs are incurred in U S dollars. We utilize non-speculative forward currency exchange

contracts to mitigate foreign currency exposure However, an appreciation of the U.S. dollar relative to the foreign
currencies in which we sell these products would reduce our, operatmg margins. < .

The Loss of Our President, Ch_le_if Executwe Officer and Chairman (fould AdvErsely Affect Our
Business i

We rely on the management and’ leadershlp of Jonathan W. Ayers, our President, Chief Executive Officer
and Chairman, We do not maintain key m{an life insurance coverage for Mr. Ayers. The loss of Mr. Ayers could
have a material adverse lmpact on our busmess

We Could Be Subject to Class A%tmn ngatmn Due to Stock Prlce Yolatility, which, lf lt Occurs,
Could Result in Substantial Costs or Large Judgments Against Us

The market for our common stock may experience extreme price and volume ﬂuctuatlons whlch may be .
unrelated or disproportionate to our operatmg performance or prospects. In the past, securities class action litigation
has often been brought against companies followmg periods of volatility in the market prices of their securities. We
may be the target of similar litigation in the future Securities litigation could result in substantial costs and divert
our management’s attention and resoureesi Wthh could have a negative effect on our business, operating results and
financial condition. ) \ ‘i !

If Our Quarterly Results of Operllnons Fluctuate, This Fluctuatlon May Cause Our Stock Price to .

Decline, Resulting in Losses to You o

1

Our pricr operating results have ﬂuctuated due to a number of factors, including seasonatity of certain
product lines; changes in our accounting estlmates the impact of acquisitions; timing of distributor purchases,
product launches, research and development expendltures litigation and claim-related expenditures; changes in
competitors” product offerings; and other matters. Simiiarly, our future operating results may vary significantly from
quarter to quarter due to these and other faétors many of which are beyond our control. If our operating resuits or
projections of future operating results do not ‘meet the expectations of market analysts or investors in future periods,
our stock price may fall. l

Future Operating Results Could Be Negatwely Affected By the Resolutmn of Vanous Uncertam Tax

Positions and by Potential Changes to Tax Incentives ; .

!

In the ordinary course of our busmess there are many transactions and caleulations where the ultimate tax
determination is uncertain. Significant Judgment is required in determining our worldwide provisien for income
taxes and our income tax fi lings are regularlyfunder audit by tax authorities. The final determination of tax audits
could be materially different than that Wthh is reflected in historical income tax provisions and accruals.
Additionally, we benefit from certain tax mcentwes offered by various jurisdictions. If we are unable to meet the
requirements of such incentives, our mabll:ty 1o use these benefits could have a material negative effect on future .
earnings. . e : : S . : A

S—t VY

ITEM 1B. UNRESOLVED STAFF COMMENTS
Not applicable. ) : i
ITEM2. PROPERTIES P N ' ’

In May 2006, we acquired the Westbgook Maine fac111ty in whlch we prewously leased space We o
currently occupy 350,000 square feet of this facnltty for manufacturing, research and development, and corporate
headquarters functions..We plan to rengvate and expand this facility during 2007 through 2009, which will provide
an additional 200,000 square feet of space. We lease collectively approx1mately 110,000 square feet of additional
office space in Scarborough and Westbrook, Mame under leases expiring in-2009 and 2013, respectively. We lease
approximately 97,500 square feet of industrig | space in Memphis, Tennessee for use as a distribution facility under a
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lease expiring in 2013; approximately 40,000 square feet of office and manufacturing space in Eau Claire,

Wisconsin for our practice information management systems business under leases expiring in 2008 and 2009,

approximately 60,000 square feet of office and manufacturing space in Roswell, Georgia for our OPTI Medical

Systems business under a lease expiring in 2010; approximately 16,000 square feet of office and manufacturing

space in Switzerland for our European production animal products manufacturing activities under a lease expiring in

2013; and approximately 48,000 square feet of warehouse and office space in the Netherlands for use as our 3

headquarters for. European operations under a lease expiring in 2008. . . .
We also lease a total of approximately 35,000 square feet of smaller office, manufacturing and warehouse

space in the U.S. and elsewhere in the world under leases having expiration dates up to the year 2021, [n addition,

we own or lease approximately 300,000 square feet of space in the U.S., Australia, Canada, France, Germany,

Switzerland, South Africa, and the United Kingdom for use as veterinary reference laboratories and office space for

our veterinary consulting services. Of this space, 73,000 square feet is owned by us and the remaining amount is

leased, under leases having expiration dates up to the year 2019.

We consider that the properties are generally in good condition, are well- maintained, and are generally
suitable and adequate to carry on our business. . - .

ITEM3. LEGAL PROCEEDINGS
From time to time, we are subject to litigation in the ordinary course of business. However, we ao not
believe that we are party to any material legal proceedings. . - . !

ITEM4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth qﬁarter of the fiscal year covered
by this report.
EXECUTIVE OFFICERS OF TﬁE COMPANY !

Our executive officers as of February 23, 2007 were as follows:

Name Age Title

‘Jonathan W. Ayers 50 Chairman of the Board of Directors, President and b
_ . __ _..... ... ChiefExecutive Officer e H
William C. Wallen, PhD 63  Senior Vlce President and Chlef Scientific Officer "
‘Conan R. Deady . 45 Corporate Vice President, General Counsel and Secretary i -Jf
‘Thomas J. Dupree o 38 Corporate Vice President, Companion Animal Group o
.S. Sam Fratoni, PhD o 59  Corporate Vice President and Chief Information Officer j[_
Robert S. Hulsy ' . . 62 Corporate Vice Presndent Reference Laboratories and Digital
IreneC.Kem . 57  Corporate Vice Presrdent Worldwide Operations - l '
Ali] Naqui, PhD \ . 53 Corporate Vice President, Water, Dairy, Asia Pacific and p
e e e s e Latin America Operations . _ e e -
James F. Polewaczyk "33  Corporate Vice President, Rapid Assay ~ }
Merilee Raines . 51 Corporate Vice President, Chief Financial Officer and TreasurerL
Quenth Tonelli, PhD L Corpnrate Vice PreSIdent ‘Production Animal chmcnt o
‘Michael J. Williams "~ """39 " Corporate Vice President, Instrument Diagnostics !!'

!
!

Mr, Ayers has been Chairman of the Board, Chief Executive Officer and President of IDEXX since January
2002. Prior to joining IDEXX, from 1999 to 2001, Mr. Ayers was President of Carrier Corporation, the then-largest
business unit of United Technologies Corporation, and from 1997 to 1999 he was President of Carrier’s Asia | ‘
Pacific Operations. From 1995 to 1997, Mr. Ayers was Vice President, Strategic Planmng at United Technologies.,
Before joining United Technologies, from 1986 to 1995, Mr. Ayers held various positions at Morgan Stanley & Co.
in mergers and acquisitions.and corporate finance. Prior to Morgan Stanley, Mr. Ayers was a strategy consultant for
Bain & Company from 1983 to 1986 and was in the field sales organization of IBM’s Data Processing Division ]'3_
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from 1978 to 1981. Mr: Ayers holds an undergraduate ‘degree in molecular biophysics and b1ochem|st1y from Yale -
Unlversrty and’ graduated from Harvard Busmess School in 1983.". S s '

+ ! T (AN i X} N

"+ Dr. Wa]len has been Semor Vice Pre31dent and Chief Scrent1f' tc Officer of the Company and has been. . -
Ieadlng the Pharmaceéutical Products busmless since September 2003. Prior to joining IDEXX; Dr. Wallen held -
various pasitions with Bayer Corporation, ‘most recently as Senior Vice President, Research and Development, and
Head, Office of Technology for the Dtagnostrcs Division of Bayer Healthcare: From-2001 to 2003,:Dr. Wallen: + .
served as Senior Vice President and Head of Research, Nucleic Acid Diagnostics Segment; from 1999 10 2001, as
Senior Vice President of Research and Development Laboratory Testing Segment; and from 1993 to 1999, as Vice
President of Research and Development, Immunodragnostrc and Clinical Chemistry Business Units. Before joining
Bayer Corporation, from 1990 to 1993, Dr. Wallen was Vice President, Research and Developmem at Becton .
Dickinson Advanced Dlagnostlcs d S

T . T . R . . . .

Mr. Deady has been Corporate Vlce President-and General Counsel of the Company since 1999 and has .
been leading the Company’s business deve_lopment activities since April 2005. Mr. Deady was Deputy General
Counsel of the Company from 1997 to- 199? Before joining the Company in 1997, Mr. Deady was Deputy General
Counsel of Thermo Electron Corporation (now Thermo Fisher Scientific, Inc.), a manufacturer of technology-based
instruments. Previously, Mr. Deady was a partner at Hale and Dorr LLP (now thmerHale)

Mr. Dupree has been Corporate Vlce President of the Company since September 2006 and has been leadmg
the Companion Animal Group Customer Facmg Organization in Nerth America since January 2007. Mr. Dupree
was General Manager of the Company’s Raptd Assay business from April 2005 to January 2007. Prior to that, Mr...
Dupree was Vice President, Business Development Before joining the Company in 2603, Mr. Dupree was
employed at the Boston Consulting Group, a business strategy consulting firm, wheré he spent seven years leading -
project teams in the firm’s technology and health care practices. Prior to that Mr, Dupree held various management
positions at Bath Iron Works Corporation. { 3 c - S -

Dr. Fratoni has been Corporate ViceiPresident of the Company since May 1997 and Chief Information
Officer since November 2000 and has been leadmg the Practice Information Management Systems business since -
November 2000. He led the Company’s Food ‘and Environmental Group from July 1999 to December 2000. From
May 1997 to July 1999, Dr. Fratoni was Vtee lPresrdent of Human Resources of the Company, and from October
1996 to May 1997, he was Director of Business Development for the Food and Environmental Group. Before
joining the Company in October 1996, Dr. Fratom held various positions with Hewlett-Packard Company. .

Mr. Hulsy has been Corporate V1ce President of the Company since February 1999 and has been leading
the Company’s Reference Laboratory -and Consultlng Services business since August 1998 and the Digital
Radiography businéss since its launch'in December 2000. Before joining the Company in August 1998, Mr. Hulsy
was President of American Envrronrnental Network Inc; a network of environmental Iaboratorres from 1992 to
1998. . X - - .

: ‘ l i o o

" Ms! Kert joined IDEXX as Corporatel Vice Presrdent Worldwide Operations in December 2006 Prior to
Jommg IDEXX, Ms. Kerr led strategic 1n1t1atrves and investments at MDS, Inc., Canada’s largest health and life
sciences company. Froin 1993 to 1999, Ms. Kerr was employed at Bayer Dlagnostrcs most recently as Senior Vice
President of Group Development, and, prior to that, as Senior Vice President of the Clinical Chemistry and
Immunodiagnostics Business Units. Ms. Kerr was employed by Abbott Laboratories from 1983 to 1993, rmttally in
Corporate Planning and subsequently as General Manager of Drugs and Drug Delivery Systems in the Hospital *
Products Division and then as Vice Presrdent and General Manager of several global business units and sectors in
the Diagnostics Division. Prior to joining Abbott Ms. Kerr was a general management consultant with Booz Allen
& Hamilton.

P

l

' 'Dr. Naqm became Corporate Vice Presrdent of the Company in January 2006 and oversees the Company’ s
Water and Dairy Testing businesses, as well as ‘the Company’s ‘Asia Pacific and Latin American operations. Dr. '
Naqui served as Vice President, Water and’ Dalry from January 2000 to December 2005, General Manager, Water-
from September 1997 to January* 2000, and D{rrector of Résearch and Development from February 1993 to -
September 1997. Dr. Naqui joined the Company in 1993 a5 a result of the d¢quisition of Environetics, whiere he was
the Director of Research and Development. Pl'ror to Jommg Envrronetrcs he was a research and development
manager with Becton, Dickinson and Compar y. ’
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Mr. Polewaczyk joined IDEXX as Corporate Vice President and General Manager of the Company’s Rapid
Assay business in February 2007. Prior to joining IDEXX, Mr. Polewaczyk was employed with Philips Medical
Systems, a subsidiary of Royal Philips Electronics, The Netherlands for fifteen years in various senior marketing
and general managcment positions, most recently as General Manager Medlcal Consumables and Sensor Business.

!

Ms Raines has been Chlef Fmanmal Officer of the Company since October 2003 and Corporate Vice |
President, Finance of the Company since May 1995. Ms. Raines served as Vice President, Finance from March 1995
to May 1995, Director of Finance from 1988 to March 1995 and Controller from 1985 to 1988.

Dr. Tonelli has been Corporate Vice President of the Company since June 2001 and oversees the ©
Company’s Production Animal Segment and infectious disease research and development activities. Previously he '
held various positions with the Company, including Vice President for Research and Development and Vice
President, Business Development. Before joining the Company in 1984, he was a Group Leader of Research and
Development for the Hepatitis and AIDS Business Unit within the diagnostic division of Abbott Laborateries, Inc.

Dr. Williams has been Corporate Vice President of the Company since September 2006 and General
Manager of the Companion Animal Instrument and Consumables business since 2004. Effective February 1, 2007,
Dr. Williams also oversees the OPTI Medical Systems business. Dr. Williams was Vice President and General
Manager of the Company’s chemistry instruments and consumables business from 2003 to 2004; Prior to joining the |
Company in 2003, Dr. Williams was a healthcare strategy consultant at McKinsey & Company ﬁ'om 1995 to 2002
and a sentor research associate at the Scripps Research Institute from 1992 to 1995. ) :

PARTH

ITEMS. MARKET FOR THE REGISTRANT S COMMON EQUITY, RELATED STOCK.HOLDER
* MATTERS AND ISSUER PURCHASES OF -EQUITY SECURITIES -

Our common stock is quoted on the NASDAQ Global Market under the symbol IDXX. The table below -
shows the high and low sale prices per share of our common stock as reported on the NASDAQ Global Market for

the years 2006 and 2005.

Calendar Year High Low

| 2006 . ,

_ First Quarter . s 86.36 3 71.00
Second Quarter T 8550 7414 i
Third Quarter ) ) 9436 72.69 )
Fourth Quarter ‘ 95.17 . 18,18 i
2005 _ . '
First Quarter $§ 5823 % 52.18

_ Second Quarter T 63.00 5294

~ Third Quarter i L 6795 60.16
_Fourth Quarter ) ) L 75.14 61.11

As of February 27, 2007, there were 909 holders of record of our common stock.

We have never paid any cash dividends on our common stock. From time to time our Board of Directors
may consider the declaration of a dividend. However, we have no present intention to pay a dividend.
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During the three months endcd December 31 2006 we repurchased our shares as descnbed below:

LT Y I N Ty ' "ot } - F TR B 1 N I v
T o i t' TR TS PR ST | R TolalNumberof A L.
o e . I [AREET IRV " .r.. _ Shares Purchased as = Maximum Number of
o) i “" Part of Publicly Shares that May Yet Bé
4 - ot e, AP S Y . . .

Total Nuitiber of ' ‘Average Price - Anuounéed Plats or °  Purchased Under the -

Shares Purchased Paid per Share Programs - Plans or Programs
cPeriod oo .. e (Y (a) - T () i {c) . Lt (dL
: ‘...a."i._'l-;l,_ S ST S NP U SRS T2 7S SRR PR T SR
Octoberl 2006 to OctcberBI 2006 e Y e 5 857 430
frivet P I et P T T T T TR
November 1, 2006 to November 30, 2006 69,300 8386 69,30() . ) '{88,!3(7]7 L
December 1, 2006 to December 31, 2006 - ! Wl s 73,500: e inen82.54, P 73500 0 714,630 m
Totl- o .1 i 142800 S 83”18,' ] 142800 .. 714630
P T L T (* K e T e e B A SR

{1} Represents the number of shares’ rernammg at December 31, 2006 exclusive of the sibsequent amendmént on Februzry 14, 2007 whereby

our Board of Directors approved an increase to lhe repurchase authorization of 2,000,000 shares. L., e VT

+'Our Board of Directors has'approved the repurchase.of up to-18,000,000 shares of.our common stock in the
open market or in negotiated transactions. The plan was approved and:announced on August 13; 1999, and
subsequently amended on QOctober 4, 1999 July 21, 2000, October: 20, 2003, October 12, 2004, October 12, 2005, ,
and February 14, 2007 and does-not have a~spemﬁed expiration date. There were no other repurchase plans
outstanding during the year ended December 31; 2006,,and:no repurchase.plans expired during the period.

Repurchases of approximately | 338 000, shares were made during the year ended Decermber 31,2006 in open. , .
market transactions.

i

[

(RS

During the year ended December 3 I, 2006, we received 227 shares of our common stock that were
surrendered by employees in payment.for the’ minimum required withholding taxes due-on the vesting of restricted

stock units and settlement of deferred stock»uhlts These shares do.not reduce the number of shares that may yet be
purchased under the repurchase plan. ‘
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Stock Performance Graph i, ) )
-+ This graph compares our total stockholder returns, the Standard & Poor’s (“S&P”) MidCap 400 Health
Care Index, the S&P SmallCap 600 Health Care Index and the Total Return Index for the NASDAQ Stock Market
(U.S. Companies) prepared by the Center for Research in Security Prices (the “NASDAQ Index™). This graph
assumes the investment of $100 on December 31, 2001 in IDEXX’s common stock, the S&P MidCap 400 Health -
Care Index, the S&P SmallCap 600 Health Care Index and the NASDAQ Index and assumes dividends, if any, are
reinvested. Measurcment points are the last trading days of the years ended December 2001, 2002, 2003, 2004, 2005

and 2006, | ‘

200
T : o IDEXX Laboratories, inc.
250 /
Il 3
200
2 : SAP SmallCap 600 Health Care Index
S 150 /ﬁ-d— SAP MidCap 400 Haalth Carslndex |
a -
8 - + Nasdaq Index

100

50
0 . . T r —
123112001 1203172002 1273172003 12/31/2004 12/30/2005 1272912006
Y 12312001 12312002 12312003 12312004 12/3012005 1272912006
DEXX Laboratories, Inc. ~___ § 10000 § 11522 S 16233 ) _"s' 25247 s 278450
S&P MidCap 400 Health Care Index . 10000 . 7888 11440 13149 15488 15309
S&P SmallCap 600 Health Care Index 10000 _ 8148 10699 13097 - 14532 15172
.NASDAQIndex + -, © 10000 L6913, 10336 11249 . 11488 126.22
B ¥ "o, N
T 1 B ' 1

-




]
g_
!

{
ITEM 6. SELECTED FINANCIJAsL DATA K e S

The following table sets forth seleckted consolidated financial data of the Company for eath of the five years
ending with December 31;°2006. The' selectéd consolidated financial data presented below havé been derived from.
the Company’s consohdated financial statémems These financial data should be read in conjunction with the '
consolidated financial statements, related notes and other financial information appearing elsewhere in thls Form 10 K.

Y yoor N v "‘-‘.‘ L b i '

'
R
=

.. T ;.1 For the Years Ended December 31,' : . T,
{ (in thousands, except per share data) L .
2006 2005 2004 2003 2002
INCOME STATEMENT DATA: E
Revenue . 178 739,117 § 638095 § 549181 § = 475992 § 412,670
Cost of revenue _ IR 359,588 315,195 270,164 245,688 219,945
‘Gross profit ] o~ B . 3'.[‘9,,529 322,900 279,017 . _ 230,304 _ 192,725,
Expenses: - o e 11 - o o o i - )
Sales and markeung T S N 115,882 _1019%0 85T 71,846 56,794
General and administrative i 82 097 64,631 - 49870 45,752 40,787
Research and development I3 753,617 40,948 35,402 . 32,319 29,329
Income from operations 4l 127,933 _ 115,331 108,035 80387 = 65815
Interest i income, net it 28077 3,141 3,068 2,867 2,955
Income before prowsmn for income taxes %
and partner’s interest 10 130,750 “ 118472 111,103 . 83,254 _.. 68770
Prowslon for income axes i : 37,224 40 670 33,165 . 26,278 o 23381
Partner’s interest in loss of subs1d1ary o k? (152) (452 ) (394) (114} -
Net income s 93,678 § 78,254 § . 78332 § 57,090 § 45,389
Eamnings per share: e g N oL oL
* Basic s 298 $ 341 225 167 135
Diluted RN 28 77 7236 L e - 159 .. L3
Weighted average shares oulstandmg 13 34 sy 343 s i
Basic ; 14 521 4214 . C 34T 33,622
Diluted | i i . 32,954 34,055 35,800 3593t | 35,043
Dividends paid ‘ is - 8 - - - -
BALANCE SHEET DATA: H ; ' ) )
Cash and investments : j gs 96,666. $ 132,731 . . 156959 . 255787 162,763
"Working capital AN A 177 520 L 192,679 201 B40. 270 2_«_4’4 o 217,740
Total assets ) _ ; 559, 560 450,676 5t4 237 52I 875 . 417426
“Total debt i 725 T 551 1,810 494 973
Stockholders’ equity % 409,861 369,010 397,660 413,292 340,973
i
¥
f

ITEM 7. © MANAGEMENT’S DISCUSSION AND'ANALYSES OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

During 2006, we operated primarily tlhrough three business'segments: products and services for the
veterinary market, which we refer to as ouf Compamon Animal Group (“CAG™), water quality products (“Water™)
and products for production animal health, whlch we refer to as the Production Animal Segment (“PAS”}. We also
operate a smaller segment that comprises products for dairy quality, which we refer to as Dairy, Financial
information about the Dairy operating segmentpls presented in an “Other” category. As of January 2007, we have
added an operating segment, OPTI Medical, in connection with our acquisition of the Critical Care Division of
Osmetech ple, which is presented in an “Other" category. CAG develops, designs, manufactures, and distributes
products and performs services for vetennanans Water develops, designs, manufactures and distributes products to
detect contaminants in water. PAS develops, de51gns manufactures and distributes products to detect diseases in
production animals. Dairy develops, des:gns,,manufactures and distributes preducts to detect contaminants in dairy
products. OPTI Medical develops, manufactures and sells point-of-care electrolyte and blood gas analyzers and
related consumable products for the human medlcal diagnostics market. Unallocated items that are not allocated to
our operating segments are comprised pnmarlly of share-based compensation costs (effective January 1, 2006),
corporate research and development expenseé interest income and expense, and income taxes. The segment
information for the years ended December 31! 2005 and 2004 has been restated to conform to our presentation of
reportable segments for the year ended December 31, 2006. Previously, PAS and Dairy were aggregated into a
single reportable segment, which we referred to as the Food Diagnostics Group. See Note 16 to the consolidated
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financial-statements for the year ended December 31, 2006 included in this Form: 10-K for financial information

about our segments including geographic mformatton and about our product and-service categories. K
: ‘ ! o R T S E0 I DR PR I
tThe following is a dlscussmn of the strateglc and operating factorsi:that-we believe have the most: s:gmﬁcant
effect on the performance of our business. , "+ o S P T T .

Companion Animal Group

u ' ' " ' B CLEE L T t:""‘ ot

+In the CAG segment; we belteve we have developed a strategic advantage Over,companies w1th ‘more. :
narrow product or service offerings. The breadth of our products and services gives us scale in sales and dlstrtbutton,
permits us to offer integrated disease-management solutions that-leverage the advantages of both point-of-care and
outside laboratory testing, and facilitates the flow of medical and business information in the veterinary practice by ;
connecting practice information software systems, including connecting the, electronic health record with laboratory
test data, in-clinic test data from our IDEXX VetLab® suite of analyzers -and radtograplnc data in the IDEXX- - , .,
PACS™ soﬁware taken by our dtgttal radiography systems., ..., : ... ,.,. ] B

Y . e T TR I | T vy

Inthe U.S. , we sell 1nstrument consumables, rapid assay products and pharmaceuncal products pnmanly
through dtstnbutors and, therefore, our reported sales of these products are sales:made to distributors, rather than
sales to veterinarians, the end users. Because- distributors’ inventory levels,and purchasing patterns may fluctuate,
sales-of a particular.product line in a particular period may not always be representative of the underlying end-user -
demand for the product. Therefore, we closely track sales of these products by our U.S: distributors to the .
veterinarians (“practice-level sales™), which we think provide a more accurate picture of the real growth rate for Y
these products.
g S L R ST N NP

L

I 'l.
+ + . Instruments and. Consumables Our instrument strategy is.to provide veterinarians with an. 1ntegrated set of
instruments that, individually and together, provide superior diagnostic information in the clinic, enabling .
veterinarians to practice better medicine and, in doing so, achieve their practice economic objectives, including - -
growth and profitability. We derive substantial revenues and margins from-the sale of consumables that are used in .
these instruments. During the early stage of an instrument’s life cycle,;we derive relatively greater revenues from ..’
instrument placements, while consumablesales become relatively more significant in later stages as the installed., . .
base of instruments increases and instrument placement revenues begin.to decline. A T PP

o A . "

s

r
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We have a large 1nstalled base of VetTest Chemlstry Analyzers and'substantially all of our 1 revenues from :
that product line are now derived from consumables sales, although we continue to place instruments through sales,
lease, rental and other programs. Our long-term success in this area of our business is dependent upon new customer-
acquisition, customer retention.and increased customer utilization of existing and new assays introduced on these -
instruments. To increase utilization, we seek to educate:veterinarians about best medical practtees that emphasize the
importance of blood and urine'chemistry.testing for a variety. of diagnosticipurposes. ;. . LT L0t e
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+ We purchase the.consumables used in-VetTest® Chemtstry Analyzers from Ortho under a supply agreement
that continues through 2020. This supply agreement provides us with a: long -term source of stides at costs that. .,
improve annually through 2010, and also improve over the term of the agreement as a result of increasing volume.
Under this agreement, we are developing and expect to.introduce a next-generation chemistry analyzer, named
Catalyst-Dx™, for the, veterinary, market based primarily on the Ortho .dry-slide technology and secondarily on « -,, , .
OPTI? electrolyte technology, and Ortho will supply us with slide consumables used in both the new instrument and
the VetTest® Chemtstry Analyzer ‘We plan to launch Catalyst Dx™ in January 2008. , .« .;:% -, o oy

. . . AL b et EPAE TR

In the fourth quarter of. 2002 we tntroduced the LaserCyte® Hematology Analyzer, which prowdes more
extensive hematological diagnostic information than our original platform,. the VetAutoread™ Hematology, .,
Analyzer. A substantial portion of LaserCyte® placements have been made at veterinary clinics that already own our
VetAutoread™ Hematology Analyzers. Although we have expenenced growth in sales of hematology consumables
LaserCyte® consumable,sales have been partially offset by,declines in sales of VeuﬂlutoreadTM consumables.s-. | -, ;
Because the gross margin percentage of LaserCyte +consumables exceeds the gross margin percentage of the
VetAutoread™ consumables, gross margin from hematology consumables-is expected-to increase with continued
penetration of the LaserCyte® Hematology Analyzer.

A . e T oLty TR R R
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With all of our instrument lines, we seek to differentiate our products based on breadth of diagnostic menu,

flexibility of menu selection, accuracy, reliability; ease of use, ability to handle compromised samples, timeto .

result, analytical capability of software, integration with the IDEXX VetLab® Station, education and training, and

superior sales and customer service. Our instruments and consumables typically are sold at a premium price to

competitive offerings. Our success dcpend§, in part, on our ability to differentiate our products in a way that justifies

premium pricing. !

)
o

Rapid Assay Products. Our rapidiajssay business consists primarily of single-use kits for point-of-care
testing and, to a limited degree, microwell-based kits for laboratory testing for canine and feline discases and
conditions. Our rapid assay strategy is to develop, manufacture, market and sell proprietary tests that address
important medical needs for particular diseases prevalent in the companion animal population. We seek to
differentiate our tests through superior performance, including by providing our customers with proprietary '
combination tests that test a single sample for multiple -analytes. Where alternative point-of-care offerings exist, we:
seek to differentiate our tests with superior.,performance. As in our other lines of business, we also seek to S
differentiate our products through superior.customer service, These products carry price premiums over competitive
products that we believe do not offer equivalent performance and diagnostic capabilities, and which we believe do
not include a similar level of support. We further augment our product development and customer service efforts
with sales and marketing programs that enhance medical awareness and understanding regarding our target diseases
and the importance of diagnostic testing.' In 2008, we plan to introduce a new IDEXX VetLab® analyzer, SNAPshot
Dx", that, later that year, will include the cjbgability to interpret the test results from all SNAP assays and log the
tests and their results in the IDEXX VctLab’_ Station database and, therefore, in the medical and financial records of
the practice. : ' : e C '

iy LI

Reference Laboratory and Consulting Services. We believe that more than half of all diagnostic testing b
U.S. veterinarians is done at outside refereri}cé laboratories such as our IDEXX Reference Laboratories. [n markets
outside the U.S., in-clinic testing is less prevalent and an even greater percentage of diagnostic testing is'done in
reference laboratories. We attempt to differentiate our laboratory testing services from those of our competitors
primarily on the basis of quality, customer s:ex_‘vice, technology employed and specialized-test menu. Revenue growth
in this business is achieved both through increased sales at existing laboratories and through the acquisition of new .
customers, inctuding through laboratory acf]ujsitions and opening new laboratories. In 2004, we acquired a
laboratory in Columbus, Ohio, opened a laboratory in Seattle, Washington, and acquired Vet Med Lab, which is
based in Germany and is the largest European veterinary reference laboratory. In 2005, we acquired laboratories in
Switzerland, the United Kingdom, and France and acquired veterinary laboratory customer lists in the U.S. and
Germany. In 2006, we acquired laboratories in Clearwater, Florida, South Africa, and Canada and acquiréd a
veterinary laboratory customer list in the U.S. Profitability of this business is largely the result of our ability to -
achieve efficiencies from both volume and 6p§arational improvemerits. New laboratories that we open typically will
operate at a loss until testing volumes reach a level that permits profitability. Acquired laboratories frequently
operate less profitably than our existing labén’;tories and those laboratories may not achieve profitability comparable
to our existing laboratories for several years while we implement operating improvements and efficiencies.
Therefore, in the short term, new and acquired reference laboratories generally will have a negative effect on the
operating margin of the laboratory and consgllt,ing services business. C :

g

Practice Information Management sttems and Digital Radiography. These businesses consist of
veterinary practice information management systems (“PIMS”) including hardware and software and veterihary- ©
specific digital radiography systems. Our strategy in the PIMS business is to provide superior total software and
hardware integrated information solutions, backed by superior customer support and education, to allow the
veterinarian to practice better medicine and achieve the practice’s business objectives. We differentiate our software
systems through enhanced functionality and ,eése of use..Our veterinary-specific digital radiography systems allow
veterinarians to capture digital radiographs with ease and without the use of hazardous chemicals. The digital -
radiography systems ‘also incorporate IDEXX-PACS™ picture archiving and communication software developed by
IDEXX that allows for image enhancement, manipulation, storage and retrieval, and integration with the practice
information software. Our strategy in digital'radiography is to offer a-system that provides superior image quality-
and software capability-at a competitive pricé, backed by the same customer support provided for our other products
and services in the Companion Animal Grou‘p.: oo . : : ' s

Pharmaceutical Products. We curreriltly offer pharmaceutical products to regulate feline diabetes, eradicate

internal parasites, and treat lameness in horsés: Our pharmaceutical strategy is to develop, register and sell
[
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proprietary pharmaceutical products for the veterinary market. We seck to differentiate our pharmaceutical products |
through ease of use, which in turn enhances customers’ 'compliance with prescribed treatment programs, Cur. @~ . l
product development efforts are focused on applymg supenor and proprietary deltvery technologtes 1o existing '

"

pharmaceutical compounds: RV TR T T I .
L L T Y T (I s T R R
Water .. 5 T T R ST AR SR T - T
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:Our strategy in the water testing busmess is to develop, manufacture market and sell propnetary products
with superior performance, supported by exceptional customer service. Our customers are primarily water utilities-to |
whom strong relationships and customer support are very important. Over the past several years, the rate of growth
of this product line-has slowed as'a result of market penetration by competitors.and increased competition.  «- .
International sales of water testing products represented 42% of total water product sales in 2006, and we expect that ;
future growth in this busiriess will be significantly dependerit on our ability to increase international sales. Growth
also will be dependent on our ability to.enhance and broaden our product line. Most water microbiological testing is
driven by regulation, and, in many countries, a test may not be used for regulatory testing unless it has been ‘
approved by the applicable.regulatory body. As a result; we maintain an active:regulatory program under which we - |
are seeking regulatory approvals in a number of countries; pnmanly inBurope.,. .o L e, \

-

Production Anlmal Segment l ' . Y T

We develop, manufacture, market and sell a broad range of tests for. various poultry, cattle and swine
diseases and conditions, and have an:active research and development and in-licensing program in this area. Our
strategy is to offer proprietary tests with superior performance characteristics. Disease outbreaks are episodic and
unpredictable, and certain diseases that are prevalent at one time may be substantially contained or eradicated ata |
later.time. In response to outbreaks, testing initiatives may lead to exceptional demand-for certain products in certainy
periods: Conversely, successful eradication programs may result in significantly decreased demand for certain
products: The performance of this business, therefore, can be subject-to fluctuation.«In, 2006, approximately 79% of
our sales in this business were international. Because of the significant dependence of this business on international l
sales, the performance of the business is pamcular]y subject to the vanous risks described below that are associated |

S . s g , T . ‘

wrth domg busmess mtemanonally ’ , ) } !

i N e i'. R N L. ' - [

In 2004 we received USDA approval of our postmortem test for BSE (mad cow diséase) and, in February
2005, we were informed that this test was approved by the European Commission for sale in EU member countries. !
Whrle BSE testmg is very Itmtted in the U S., a larger market for BSE testmg exists in Europe i
: 7'-4‘--‘ [T S RS B T A I I T .
Other‘“ o R PO b EETRE L ST S Y PR PR A \
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.+, Dairy. Our strategy m the datry testing busmess is to develop, manufacture and sell antibiotic residue
testing products that satisfy appltcable regulatory requrrements for testing of bulk milk by producers and provide
o / B :
reliable field performance. The manufacture of these testing products leverage almost exclusrvely, the SNAP |
platform as well as the production equipment and lines of our rapid dssay business, incorporating customized i
reagents for antibiotic detection. Sales of dalry testing products have declmed slrghtly over the last several years
largely as a result of mcreased competrtron in the domestrc market Toi mcrease sales of dairy testmg products, we
look to increase penetratton in geographres outsrde the U S and in the farm se&ment of the dairy market, and to’
develop product line enhancéments and extensions. ' T A o

i
i
\
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. OPTI Medical Systems. . Our strategy in the QPTI Medical Systems busmess Is to develop, manufacture
and sell electrolyte and blood gas analyzers and related consumable products t‘or the medical point-of-care - !
dtagnostlcs market worldwrde witha focus on small to m1d sized hosprtals We seek to differentiate our, products Jl
based on ease of u use, menu, conventenpe 1nternatlonal dtstrtbutton and sérvice, and mstrumem relrabtl:ty Similar to
our veterinary instruments and consumables strategy, a substantial portron of the revenues ﬁ‘om this product line are
dertved from the sale of consumables for use on ‘the 1nstalled base of electrolyte and blood gas analyzers. During the
early stage of an insttument’s life cycle relatrvely greater revenues are derived from mstrument placements, while l
consumable sales become relatrvely more srgmﬁcant in, later stages a$ the mstalled base of instruments increases and
instrument placement revenues begin to declme Our lopg—term success in thts area ofjour business is dependent "',
upon new customer acquisition, customer rétention and increased customer utilization'of existing'and new assays

introduced on these instruments.
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CRITICAL ACCOUNTING POLlClES AND ESTIMATES :

The discussion and analysis of our financial condmon and results of operations is based upon our
consolidated financial statements, which have been prepared in accordance with accounting principles generally
accepted in the U.S. The preparation of these financial statements requires us to make estimates and judgments that
affect the reported amounts of assets, llabllltles revenues and expenses, and related disclosure of contingent assets
and liabilities. On an ongoing basis, we evaluate our estimates, including those related to revenue recognition,
inventory, goodwill and other intangible assets share-based compensation, income taxes, and contingencies. We
base our estimates on historical experience, and on various other assumptions that we believe to be reasonable under
the circumstances, the results of which form the basis for making judgments about the carrying values of assets and
liabilities that are not readily apparent frorr} other sources. Actual results may differ from these estimates. Note 2 to
the consolidated financial statements for the year ended December 31, 2006 included in this Form 10-K describes
the significant accounting policies used in preparation of these financial statements. Coe

¥ .

We believe the following critical acf:ountmg policies reflect our more sngmﬁcant judgments and estimates
used in the preparation of our consolidated iﬁnancml statements.
|

We recognize revenue when four criteria are met: (i) persuasive evidence that an arrangement exists, (ii)
delivery has occurred or services have beenlrendered (iii) the sales price is ﬁxed or determinable, and (iv)
CDlleCtlblllty is reasonably assured. ;

;f
e  We recognize revenue at the tlme of shipment to distributors for substantially all products sold through
distributors, as title and risk of loss pass to these customers on delivery to the common carrier. Our
distributors do not have the nght to return products. We recognize revenue for the remainder of our
customers when the product i is, dellvered except as noted below,

Revenue Recognition

s  We recognize revenue from the sales of instruments, noncancelable software licenses and hardware
systems upon installation (and compleuon of training if applicable) and the customer’s acceptance of
the instrument or system becausg: at this time we have no significant further obligations.

s  We recognize service revenue at the time the service is performed.

s  We recognize revenue assoc1ated with extended maintenance agreements over the life of the contracts
Amounts collected in advance of revenue recognition are recorded as a current or long-term liability
based on the time from the ba]ance sheet date to the future date of revenue recognition.

e We recognize revenue on certain instrument systems under rental programs over the life of the rental ‘
‘ agreement, Amounts collected m' advance of revenue recognition are recorded as a current or long-term
liability based on the time from the balance sheet date to the future date of revenue recognition.
I

Certain diagnostic instruments ‘and pracucc information management systems offered for sale may include
software that is considered more than incidental to the utility and value of the product. Sales arrangements may
provide for software update rights or postcoﬂtract customer support. Judgment is required to determine whether
sales arrangements include multiple clements

When multiple products and/or serwces are sold togéether, we generally allocate the total consideration
received amongst the elements based on thelr relauve fair values, which is determined by amounts charged
separately for the delivered and undelivered clemems to other customers. When there is objective and reliable '
evidence of the fair value of the undelivered elemcnts but no such evidence for the delivered elements, the fair value
of the undelivered elements is deferred and the residual revenue is allocated to the delivered elements. The delivered
elements are recognized as revenue when appropnate under the policies described above. If there is not sufficient
evidence of the fair value of the undelivered éléments no revenue is allocated to the delivered elements and the total
consideration received is deferred until dehvery of those elements for which objective and reliable ev1dence of the
fair value is not available. Shipping costs relmbursed by the customer are included in revenue.
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We record estimated reductions to revenue in connection with customer programs and incentive offerings, i|
which may give customers credits, award points, or trade-in rights. Awards points may be applied to trade , - ,
receivables owed to us-and/or toward future-purchase of our products and services! We estimate these reductions . J‘l
based on our experience with similar customer programs in prior years. Revenue reductions are recordedona .
quarterly basis based on issuance of credits, points actually awarded, and estimates of points to be awarded in the i
future based on current revenue. For the SNAP Up the Savings™,program, estimates of future points are revised
quarterly. and finalized annually in the third quarter of each year upon the issuance of points to customers. For our :
Practice Developer™ volume discount program, we have reduced revenue assuming all points granted will resultin *
future credits because the historical forfeitures have been de minimus. On November 30 of each year, unused points
awarded before January 1 ofthe prioryear expirte. , -v.0 L. Lor ovnTe . Ta 4 §|

We may offer customers the right to trade’ in instruments for credit agairtst the purchase price of other
instruments acquired in the future. For trade-in rights, we have reduced revenue using estimates regarding the
percentage of quahfymg mstruments that w1]1 be traded in and the average trade-m value. :

We recognize revenue only in those situations where collection from the customer is reasonably assured.
We maintain allowances for doubtful accounts for estimated losses resultmg from the inability of our customers to
make required payments, We base our estimates on detailed analysis of spec1f'|c customer situations and a ‘
percentage of our accounts receivable by aging category. If the financial condition of our customers were to
deteriorate, resulting in an impairment of their ability to make payments, additional allowances might be required.

' ¢

LR H

Inventory Valuation - : : D e e o -,

We write down inventory for estimated obsolescence when warranted by estimates of future demand and ;
market conditions. If actual market conditions are less favorable than those we estimated, addmonai inventory write-
downs may.be required, which would have a negative effect on results of operations.. Certain major components _of .
inventory for which we have made critical valuation judgments are discussed in more detail below: | - ’

e . et e i B L o e .

LaserCyte® Hematology Analyzer. At December 31, 2006, our net inventories included $11.5 million of
component parts and finished goods associated with our LaserCyte® hematology instrument. In addition, we had -
firm purchase commitments for an additional $4.2 million of component parts as of December 31, 2006. At e
December 31, 2006, $1.7 million of the net LaserCyte® inventory required rework before it could be used to 1
manufacture ﬁmshed goods, which was net of $0.9 million write-downs for inventory estimated to be obsolete. We |
expect to fully realize our net investment in inventory and purchase commitments. However, if we alter the design
of this product we may.be required to write off some or all of the remammg associated inventory... | N

o »

. Nxtazoxamde Our mtazoxamde product, Nawgator for the. treatment of equme protozoal
myeloencephalitis (“*EPM?”). was approved by the FDA in November 2003. At December 31, 2006, our inventories
included $9.3 million of inventory associated with Navigator®, consisting of $0.2 million of finished goods and $9. 11
million of active ingredient and other raw, materials. We have an agreement with our supplier of nitazoxanide. under “
which the supplier agreed until 2017 to replace any expiring inventory of nitazoxanide with longer-dated matenal
We paid $0.9 million in January 2005 for consideration for this agreement and capitalized thls payment as 1nventory i
cost. We believe that this agreement has substantially mitigated the risk that we would be requlred to write down .
nitazoxanide inventory due to its anticipated expiration prior to sale. However, if actual market conditions or our 1
market share through 2022 are less than we estimate, we may be reqmred to write off some of the associated
inventory. For example, if we sell approximately 50% fewer units through 2025 than we estimate, we would have
approxlmately $5 million of excess 1nventory . ‘ Co . -

Valuatmn of Goodwill and Other Intanglble Assets o S e
) A significant portlon of the purchase prlces of our busmess acquismons is a551gned to mtangtble assets il
Intangible assets other than goodwill are initially. valued at the lesser of fair value or, if applicable, fair value.
proportionately reduced by the excess of the fair value of acquired net assets over cost, (collectively, “fair value™)
when acquired. If a market value is not readily available, the fair value of the intangible asset is estimated based on
discounted cash flows using market participant assumptions. The estimation of discounted cash flows requires
significant assumptions about the timing and amounts of future cash flows, risks, the cost of capital, and the useful
lives of intangible assets. When the fair values of acquired intangible assets are significant, we utilize independent
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valuation experts to advise and assist us in a!llocating the purchase prices of acquisitions to the fair values of the
identified intangible assets and in deterrmﬁmg appropriate amortization methods and periods for those intangible
assets. Goodwill is initially valued based on the excess of the purchase price of a business combmatlon over the fair
values of acquired net assets. i
' F

We assess the impairment of iden:tl}ﬁable intangible assets and other long-lived assets whenever events or
changes in circumstances indicate that the carrying value may not be recoverable. Factors we consider important that
could trigger an impairment review include, but are not limited to, the following:

—
o

+ Significant under-perfonnan?etrelative to historical or projected future operating results;

¢  Failure to obtain regulatory a‘p;i)roval of certain products;
0 .
¢ Significant changes in regulatic}ms;

»  Significant changes in the manner of our use of the acquired assets or the strategy for our overall
business;

. . . A L
¢ Significant increase in the discount rate assumed to calculate the present value of future cash flow;
. 3 . Iy . '
e Significant negative industry ;01: economic trends;
¢  Significant advancements or changes in technology; and

»  Cancellation or significant changes in contractual relationships.

We continually assess the reallzablllty of intangible assets other than goodwill in accordancc with
Statement of Financial Accounting Standards (“SFAS”) No. 144, “Accountmg for the Impairment or Disposal of
Long-Lived Assets” (“SFAS No. 1447). If z‘m impairment review is triggered, we evaluate the carrying value of
long~l|ved assets by determining if i lmpalrment exists based on estimated undiscounted future cash flows over the
remaining useful life of the assets and comparmg that value to the carrying value of the assets. If the carrying value
of the asset is greater than the estimated futire cash flows, the asset is written down to its estimated fair value. In
determining expected future cash flows, aséets are grouped at the lowest level for which cash flows are identifiable
and independent of cash flows from other asset groups. The cash flow estimates that are used contain our best
estimates, using appropriate and customaryiassumptlons and projections/at the time.

!

We assess goodwil] for |mpa|rmenit annually and whenever events or circumstances indicate an impairment
may exist, in accordance with SFAS No. l42 “Goodwill and Other Intangible Assets” (“SFAS No. 142”). For
impairment testing, we identify our reportmg 'units, allocate assets and liabilities (including goodwill) to the
reporting units and compare the reporting umts net book value to their estimated fair value. The fair value of the
reporting units is estimated using a discounted cash flow approach. The cash flow estimates used contain our best
estimates, using appropriate and customary {assumptnons and projections at the time. 1f a reporting unit’s net book
value exceeds its fair value, then the 1mplled fair value of goodwill is determined. If the net book value of goodwill
exceeds the implied fair value of goodwill, a goodwxll impairment loss is fecognized in an amount equal to that
excess. No impairments have been ldentlﬁed as a result of the annual or event-driven reviews during the years ended
December 31, 2006, 2005 or 2004.

The determination of the fair value of our pharmaceutical products business unit requires significant
assumptions about the timing and amounts 9f the unit’s future cash flows, including assumptions about the markets
for our products and proprietary technologies, the future success of research and development activities, the
attainment and timing of regulatory appr(wals to manufacture and sell new products, the introduction and success of
competitive products by other market partlc:pants and other business risks. We believe that the goodwill attributable
to our pharmaceutical business of $13.7 million is not impaired at December 31, 2006. However, changes in our
assumptlons and estimates due to new mforrlnatlon or actual results that are below expectations, could result in an
impairment in the future of some or all of the goodwill attributable to our pharmaceutlcal products business.
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Share-based Compensatlon

We adopted the provnsnons of SFAS No. 123(R) “Share-Based Payment™ (“SFAS No 123(R)") on January
1, 2006. SFAS No. 123(R) requires all share-based compensation to employees; including grants of stock options, to |
be valued at fair value on the date of grant, and to be expensed over the requisite service period (generally the !
vesting period). Prior 1o January 1, 2006, we measured costs related to employee share-based compensation plans in
accordance with Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” (“*APB
No. 25™). Accordingly, no employee compensation cost was recognized for these plans prior to January 1, 2006.

% Effective January 1, 2006, under the modified prospective method of transition, share-based compensation
expense includes expense for unvested awards at December 31, 2005 and all awards granted subsequent to i
December 31, 2005, Share-based compensation expense for the unvested awards outstanding at December 31, 2005
is based on the grant-date fair value previously calculated in developmg the pro fmma disclosures in accordance
W|th the prov1510ns of SFAS No 123

Beginning in 2006, we modified our share-based employee compensatlon programs to shlﬁ from the grant
of stock options and employee stock purchase rights only to the grant of a mix of restricted stock units and stock )
options, along with employee stock purchase nghts There were ho mod: fications to the terms of outstandmg options l
during 2006 or 2005. ' . : - ,

In connection with the adoption of SFAS No. 123(R), we adopted the straight-line method to prospectively
expense share-based awards granted subsequent to December 31, 2005. The graded-vesting, or accelerated; method !
has been used to calculate the expense for stock options granted prior to January 1, 2006, If the total fair value of |
share-based compensation awards, as well as other features that impact expense, including forfeitures and -
capitalization of costs, was consistent from year-to-year in each of the last five years and through 2010, this change
in expense method from graded-vesting to straight-line expensing would yield decreasing annual expense through
2010 until awards granted prior to January 1, 2006 were fully expensed. However, the total fair value of future '
awards may vary significantly from past awards based on a number of factors, including our share-based award
practices. Therefore, share-based compensation expense is likely to ﬂuctuate possibly significantly, from year to
year.

Selected ﬁnancnal impacts, of share-based compensation, excluding the impact of deferred stock units
issued under our Director Deferred Compensation Plan or our Executive Deferred Compensation Plan that do not
have vestmg conditions (which are described below), are presented in the table below (in thousands, except per .
share amountsy:. . . o P :

. r K . For the
T ‘ Year Ended
) o ' + December 31,
2006
Share-based compensation expense included in cost of revenue R T o BET1
Share-based compensation expense included i in operating cxpensé T T ) 8,986
) Tolal share-based compensation expense L L L : ~ 10,657 _
lncome tax beneﬁt in net income for share-based compensntlon expense N U R S (1,845, ]
" Income tax benefit in net income for employees” disqualifying dispositions of shares Il
_ 2cquired through the exerclse of stock options and employee stock purchase rghts ... (57).
Total income tax bencﬁt : A . L . (1,902)
Net 1mpact of share-based compensanon on net income ' " ) 8,755 u
) __— |
Net impact of share-based compcnsatmn on:. T T T LT . ‘
Earnings per share basic _ e I T % T ¥ 28 :
T 027 vt

T A Y B s LTI R

Eamings per share, diluted

Share-based compensation costs are classified in costs of sales and operating expenses consistently with the
classification of cash compensation paid to the employees receiving such share-based compensation. Capitalized
share-based employee compensation cost at December 31, 2006 was $0.2 million, which was included in inventory !
on the consolidated balance sheet. .
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The fair value of options, restricted stock units, deferred stock units with vesting conditions, and employee *
stock purchase rights awarded during the i(etars ended December 31, 2006, 2005 and 2004 totaled $11.9 million,
$15.7 million and $13.4-million, respectively. The total unrecognized compensation cost for unvested share-based
compensation awards outstanding at December 31, 2006, net of estimated forfeitures, was $14.6 million. ,. .
Approximately $6.3 million is expected to: l:}e recognized in the year ending December 31, 2007 for outstanding |
awards and decreasing amounts of the total expense are expected to be recognized over the subsequent five years,
resulting in a weighted average remainingfeir(pense recognition period of approximately 1.5 years. . .

[ ’ [ i
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We use the Black-Scholes-Merton option-pricing model to determine the fair value of options granted.

Option-pricing models require the input of liighly subjective assumptions, particularly for the expected stock price
volatility and the expected term of options‘. Changes in the subjective input assumptions can materially affect the fair
value estimate. Our expected stock price v‘c)lati_lity'assumptions are based on the historical volatility of our stock
over periods that are similar to the expecte:d terms of grants, and other relevant factors. Lower estimated volatility
teduces the fair value of an option. To develop the expected term assumption for 2006 option awards, we ¢lected to
use the simplified method described in thefiSécurities and Exchange Commission Staff Accounting Bulletin Ne. 107,
which is based on vesting and contractual tel:-ms. The application of the simplified method is allowable for options
granted through December 31, 2007. We vs'{ill transition to developing expected term assumptions for future awards .
based on historical experience and other rclegyant factors concerning expected employee behavior with regards to
option exercise. Longer expected term assdrﬁptions increase the fair value of option awards, and therefore increase
the expense recognized per award.

.- The weighted average valuation assumptions used to determine the fair value of each option grant on the
date of grant and the weighted average estimated fair values were as follows: , :

E.'or the Year Ended Dece;nber 31, ‘

2006 2005 . 2004
(EXpegted siock price volatility ~ — 7 T Ta0% T 0% T 0%
'Expected term, in years i 50 . ... 58 _ - _ 38,
:Risk-free interestrate = ... LA6% o 42% . . 3%

Share-based compensation‘expense is based on the nuinber of awards ultimately expected to vest and is,
therefore, reduced for an estimate of the number of awards that are expected to be forfeited. The forfeiture estimate
is based on historical data and othér faciors} and compensation expense is adjusted for actual results. Changes in

“estimated forfeiture rates and differences bétv}vcen estimated forfeiture rates and actual experience may result in -
significant, unanticipated increases or decreases in share-based compensation expense from period to period. The
termination of employment by certain empléy}ees who hold large numbers of share-based compensation instruments
may also have a significant, unanticipated ifnfaact on forfeiture experience and, therefore, on share-based
compensation-expense. E

The tax benefit refated to the option fair value is recognized when 'dis'qualifying dispositions of incentivé
stock options occur as either a reduction of the current period tax provision or an increase in additional paid-in '
capital, as required by SFAS No. 123(R) transitional accounting rules, depending on the vesting status of awards at
the SFAS No. 123(R) adoption date, and the: a“mounts previously expensed under SFAS No. 123(R). Employees’
exercise of vested options and disposition of shares acquired is influenced by the market price of the cornmon stock
and other factors outside of our control. Theqtiming and volume of disqualifying dispositions; the vesting status of
such exercised options at the date of our adopfion of SFAS No. 123(R); and the relationship between the sale price
of the common stock, the option exercise pricé and the option fair value may have a significant, unpredictable
itnpact on our effective tax rate. As the aggrég'ate fair value of outstanding options that has been expensed under

SFAS No. 123(R) grows, we expect to recoénize increasing tax benefits in net income related to disqualifying

dispositions. However, the growth of the agg'rt':gate fair value of outstanding options that has been expensed under

SFAS No. 123(R) will be limited in future yéa‘rs as a result of changes implemented in 2006 in our share-based

compensation programs, under which we ha'\"ef shifted from the grant of stock options only to the grant of a mix of
stock options and restricted stock unit awards that have a lower aggregate fair value than was awarded in prior years.

Reductions in the fair value of options outsta"nding are expected to reduce the variability in our effective tax rate.

i
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Income Taxes

We account for income taxes under SFAS No. 109, “Accounting for Income Taxes.” This statement ‘. -
requires that we recognize a current tax liability or asset for current taxes payable or refundable, respectively; and a
deferred tax liability or asset, as the case may be, for the estimated future tax effects of temporary differences
between book and tax treatment of assets and liabilities and carryforwards to the extent they are realizable. We
record a valuation ‘allowance to reduce our deferred tax assets to the amount that is more'likely than not to be
realized. While we consider future taxable income and ongoing prudent and feasible tax planning strategies in
assessing the need for a valuation allowance, in the event we were to determine that we would be able to realize our .
deferred tax assets in the future in excess of the nef recorded amount, an adjustment to the deferred tax asset would !
. increase income in the period such determination was made. Likewise, should we determine that we would not be 1
able to realize all or part of our net deferred tax asset in the future, an adjustment to the deferred tax asset would be |
« charged to income in the period such determination was made. Significant judgment is required in determining our ‘
* worldwide provision for income taxes and our income tax fitings aré regularly.under audit by tax authorities. We !
periodically assess our exposures related to our worldwide provision for income taxes and believe that we have !
appropriately accrued taxes for contingencies. Any reduction of these contingent liabilities or additional assessment . |
would increase or decrease income, respectively, in the period such determination was made, - |

.

We consider the operating earnings of non-United States subsidiaries to be indefinitely invested outside the '
United States, the curnulative amount of which was $111.4 million at December 31, 2006. No provision has been ‘
made for United States federal and state, or international taxes that may result from future remittances of
undistributed earnings of non-United States subsidiaries. Should we repatriate non-United States earnings in the
future, we would have to adjust the income tax provision in the penod in which the decision to repatriate earnings is

made. |

v

Estimates for Cer’tein Contingencies : I T A i
Under our workers compensation insurance policies for U.S. employees for the years ended Decémber 31,

2006 2005, 2004 and 2003, we retain the first $250,000 in claim liability per incident and $3.1 million, $2.8 million,
$3.0 million and $1.4 million, respectively, in aggregate claim liability.-We entered into a'similar workers’ - S
compensation insurance policy effective January 1, 2007. The insurance company provides insurance for claims

above the individual occurrence and aggregate limits. We estimate’claim liability based on claims incurred and the fl
estimated ultimate cost to settle the claims. Based on this analysis, we have recognized cumulative expenses of $1.3 |
+million, $0.6 million, $0.7 million and $0.8 million for ClalmS incurred during the years ended December 31, 2006, J

2005 2004 and 2003, respectlvely IR o !
Under our employee health care insurance policy, we retain claims liability risk up to $125,000 per incident \‘
and an aggregate claim limit based on the number of employees enrolled in the plan per month. We estimate our i
liability for the uninsured portion of employee health care obligations based on individual and aggregate coverage, |
our claims experience, the number of employees enrolled in the program, and the average time from when a claim is |
incurred to the time it is reported. Should actual employee health care claims liability exceed estimates, we are liable ‘
for up to an additional $1.5 million for potential uninsured obligations at December 31, 2006. We have insurance
coverage of $1.0 million for claims above the aggregate limit. Should employee heatth insurance clarms exceed this
coverage, we would have further obligations for the amount in excess of such coverage. ! i

We are subject to claims that arise in the ordinary course of business, including with respect to actual and
threatened litigation and other matters. We accrue contingent liabilities when it is probable that future expenditures
will be made and such expenditures can reasonably be estlmated However our actual losses with respect to these
contingencies could exceed our accruals : :
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RESULTS OF OPERATIONS

N s

Twelve Months Ended December 31, 2006 Compared to Twelve Months Ended December 31, 2005 -

v

Revenue cLa ﬁ
_Total Company. Revenue mcreiased $101. 0 mllllon or 16%, to $739 1 mllllon frum $638. 1 mllhon for the
prior year. The followmg table presents revenue by reportable operating segment:

B e e

i .
For the Twelve Momhs Ended December 3, . . . .
- R _ Percentage
£ ' Percentage "Change Net of

- t - i ‘ Percentage Change from - Acquisitions
Net Revenue g Dollar - Percentage Change from 1+ Acquisitions  and Currency
(dollars in thousands) - .. 2006, 112008 ._Change . Change Currency (1) {2 - Effect

" . P i b ima e un Tiaiee g e e e e et e g1 me e am s
caGg T T T 806, 379 § 7 ‘ 20083078 T BSA4BY T T 164% T T 03% T T T 24% 137%
Water " . 3 " 58 466 } 56,760 - 1,706 30% ' 08% "¢ - T22%
PAS ) _ 58940 ;:144945 13, 995 CMI% o 09% o - 0 302%_
Other o 15,392 { 15,560 (]68) C(11%) o l%) ] - - (1.0%)_
Dol 3 739,117 §  :638,095 § 101022 158% ...,-_,..Qi%ﬂ... e A B% . 136%

(1) Represents the percentage change in revenue annbuted to the effect of changes in currency rates from the twelve months ended December
31, 2005 to the twelve months ended December 3] 2006. B PR

(2) Represents the percentage change in revenue annbuled 1o incremental revenues from busmesses acquired since January 2005 du.rmg the :
twetve months ended December 31, 2005 compared to the twelve months ended December 31, 2006.

H
Companion Animal Group. Revenue for CAG increased $85.5 million, or 16%, to $606.3 million from
$520.8 million for the prior year. Incrememal sales from businesses acquired since January 2005, consisting
primarily of veterinary reference laboratones a digital radiography business, and intellectual property and -
distribution rights of a veterinary dlagnostlcs business, contributed 2% to CAG revenue growth. The following table ‘
presents revenue by product and service categories for CAC_i L . K : ‘

.

K . ' .
For the Twelve Months Ended December 31,

o+

3 Percentage
- H . Percentage ' Change Net of
' l : . Percentage Change from Acquisitions
Net Revenue 1 Doltar Percentage Change from. Acquisitions and Currency
(dollars in thousands} 2006 1 2008 Change Change Currency (1) {2} Effect
e e e e e _.1; e e e e e e e e e
Instruments and :

_consumables $ 242312 8 217 537 8§, 24775 114% 0.5% - . 109
Rapid assay products- - 114,536 ) 100 255 Joola280 0 142% (0 l%) 6% . 127%
Laboratory and consuiting ‘ '

services 187,114 156,425 ., 30,689 _ 196% . 02% J45% 0 149%
Practice information | " - : : t ‘

management systems e ; . - ' ‘ L

and digital radiography . A447 A2, 589 . 11,838 363% 0 _09% _  , 1.5% . 239%
Pharmaceutical products_ 17,930 . ;14 024 3,906 ; 27. 9% e e s 18N

Net CAG revenue 3 606,319 $ 520,830 § 85,489 164% 03% 24% ° 13.7%

§

(1) Represents the percentage change in revenue attributed to the effect of changes in currency rates from the twelve months ended December
31, 2005 to the twelve months ended December 31" 2006, " 4 ‘

(2} Represents the percentage change in revenue attqbuted to incremental revenues from businesses acquired since January 2005 during the
twelve months ended December 31, 2005 compa:ed to the twelve months ended December 31, 2006.

&
The following revenue analysis reﬂe’ets the results of operations net of the impact of currency exchange
rates on sales outside the U.S. !
Because our instrument consumables rapid assay products, and pharmaceutical products are sold in the
U.S. and certain other geographies by dlsmbutors distributor purchasing dynamics have an impact on our reported
sales of these products. Distributors purchas‘e products from us and sell them to veterinary practices, who are the end
users. Distributor purchasing dynamics may be affected by many factors and may be unrelated to underlying end-
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user demand for our products. As a result, fluctuations in distributors’ inventories may cause reported results in a
period not to be.representative of underlying end-user demand. Therefore, we believe it is important to track
distributor sales to end users and to distinguish between the impact of end-user demand and the impact of distributor
purchasing dynamlcs on reported revenue growth ‘

Where growth rates are affected by changes in end-user demand, we refer to the impact of practice-level
sales on growth. Where growth rates are affected by distributor purchasing dynamics, we refer to the impact of
changes in distributors’ inventories. If during the comparable period of the prior year, distributors’ inventories grew
by more than those inventories grew in the current year, then changes in distributors’ inventories have a negative -
impact on our repotted sales growth in the current period. Conversely, if during the comparable period of the prior
year, distributors’ inventories grew by less than those inventori€s grew in thé currént year, then distributors’
inventories have a positive impact on our reported sales growth in the current period. : r

The incréase in sales of instruments and consumables from 2005 to 2006 was due mainly to higher unit
sales volume of Both instruments and of consumables and, to a lesser extent, to higher average unit sales prices for
slides that are sold for use in VetTest® Chemistry Analyzers: Higher consumables sales volumes were attributable
primarily to higher worldwide practice-level sales of slides and, to a lesser extent, to increased U.S. practice-level
sales of tubes used with our hematology analyzers, with ali consumables categories benefiting from the continued
growth of our installed base of instruments. ngher instrument sales volume resulted mainly from sales of VetStat® )
Electrolyte and Blood Gas Analyzers and, to a lesser extent, LaserCyte Hematology Analyzers and SNAP®
Readers. The impact from changes in distributors’ inventory lévels had no significant impact on reported revenue
growth of instruments and consumables. - <

The increase in sales of rapid assay products from 2003 to 2006 was due primarily to increased sales .
volume of canine products, including sales of SNAP®4Dx®, which was launched in the U.S. in September 2006, The .
impact from changes in distributors’ inventory levels increased reported rapid assay revenue growth by 3%. To a
lesser extent, higher average unit sales prices of canine products, in part due to less promotional discounting and
higher relative sales of combination test products, also contributed to rapid assay revenue growth, These increases
were partly offset by lower average unit sales prices of feline products, partly due to greater promotional  *
discounting, Incremental sales of rapid assay products for which we acquired distribution nghts in the second
quaner of 2006 contributed 2% to rapid assay revenue growth '

' . ' "} .

.+ The increase in sales of laboratory and consulting services from 2005 to 2006 resulted primarily from .
higher testing volume and, to a lesser extent, the impact of price increases and incremental sales attributable to
acquisitions since January 2005, Businesses acquired since January 2005 contributed 4% to laboratory and
consulting services revenue growth.

. o ‘ \ : J . -

" The increase in sales of practice information management systems and digital radiography from 2005 to -
2006 resulted primarily from an incréase in the number of digital radiography systems sold. Digital radiography
sales volume growth was due primarily to sales attributable to a business acquired in the third quarter of 2003,
which contributed 12% to practice information management systems and digital radiography revenue growth; higher ,
sales volumes of existing products; and sales of the IDEXX-DR™ 1417 Digital Radiography System, which became
commercially avaitable during the third quarter of 2006. To a lesser extent, revenue growth was also due to the
impact of price increases for support services for our practice information management systems, higher sales of*
computer hardware to practice information management systems customers, and a shift in sales mix to larger
practice information management systems.

The increase in sales of pharmaceutical products from 2005 to 2006 resulted primarily from increased

practice-level demand and, to a lesser extent, from price increases, both impacts related largely to PZI VET®, our
insulin product for the treatment of diabetic cats.

Watér.' Revenue for Water increased $1.7 million, or 3%, to $58.5 million from $56.8 million for the prior
year. The increase resulted p'riman'ly"from higher sales volume in the Americas and Europe and, to a lesser extent, to
higher average unit sales prices. The favorable impact of currency exchange rates contributed an aggregate of $0.5
million, or 1%, to the increase in Water revenue,
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Production Animal Segment. Revenue for PAS increased $14.0 million, or 31%, to $58.9 million from
$44.9 million for the prior year. The i incréase resulted pnmanly from higher worldwide livestock diagnostics sales
volume, including, notably, sales in Europe, of our HerdChek® products that test for transmissible spongiform
encephalopathies. To a lesser extent, increased average unit sales prices in certain geographies, higher relative sales
in geographies where products are sold at higher unit prices, and higher poultry diagnostics sales volume in the
Americas also contributed to production animal products revenue growth. The favorable impact of currency
exchange rates contributed an aggregate of ‘$0.4 million, or 1%, to the increase in PAS revenue.

Gross Profit . . : { ] L
‘ . g [IREN : i

Total Company. Gross profit ingcrleased $56.6 million, or 18%, to $379.5 million from $322.9 million for

the prior year. As a percentage of total revenue,.gross profit was approximately constant at 51%.

We adopted the provisions of SFAS No. 123(R) and began expensing share-based compensation beginning
on January 1, 2006, which.had a negative impact on our gross profit percentages and on operating margins, Share-
based compensation expense is not allocated to our operating secgments and therefore has been categorized as
“unallocated amounts.” The following table presents gross profit and gross profit percentage by reportable segment:

For the Twelve Months Ended December 31,

Percent of Percent of Dollar Percentage
Gross Profit (doflars in thousands)’ : : 2006 *__Revenue 2005 Revenue Change Change
CAG $ 297,999 49.1% 3% 250,409 481 % § 47,589 C19.0%
Water 38 441 65.7% 38,277 67.4% 165 0.4%
PAS . i 38 654 65.6% 27,788 . 61.8% 10,866 39.1%
Other : 1 6,106 C9T% 6,426 " 413% (320)  (50%)
Unallocated amounts ' ! 1,671) N/A - . N/A (1,671) N/A
Total Company . ‘ $ 379,529 5t13% 3§ 322,900 506% 8§ 56,629 17.5%

' " . v [ '

* F e

Compamon Animal Group. Gross profit for CAG mcreased $47. 6 m:lhon or 19%, to $298.0 mllhon
from $250.4 million for the prior year due prlmarlly to increased sales volume across the CAG product lines and, to
a lesser extent, to an increase in the gross profit percentage to 49% from 48% for the prior year The increase in the
gross profit percentage was largely due to lower cost of slides that are sold for use in VetTest® Chemistry Analyzers
under the agreement with our supplier and hlgher average selling prices. The increase in the gross profit percentage
was partly offset by greater relative sales of lower margin products and services such as laboratory and consulting

services. ! . T

Water. Gross profit for Water increased $0.2 million to $38.4 miltion from $38.3 million for the prior year
due to higher sales volume, partly offset by a decrease in the gross profit percentage to 66% from 67%. The gross
profit percentage was unfavorably lmpacted by increased freight and dlstnbutlon costs and higher relative sales of
lower margin products. , . .

[l

Production Animal Segment. Gross proﬁt for PAS mcreased $109 mllhon or-39%, to $38.7 million
from $27.8 million for the prior year due primarily to increased sales volume and, to a lesser extent, to an increase in
the gross profit percentage to 66% from 62%. The gross profit percentage was favorabEy impacted by higher relative
sales of higher margin. livestock products, the absence in 2006 of certain discrete-costs that occurred in 2005, and
higher average unit sales prices. Discrete costs in 2005 comprised integration costs and the impacts of purchase
accounting that were associated with an acqilisition in December 2004.

N

Operating Expenses and Operatmg Income

Total Company. Total operating expenses increased $44.0 million to $251.6 million from $207.6 million
for the prior year. As a percentage of revenue, operating expenses increased to 34% from 33% for the prior year.
The change in accounting for share-based cqmpensatlon beginning January 1, 2006 resulted in an increase of $9.0
million, or 4%, in total company operating expenses for 2006. Share-based compensation expense is not allocated to
our operating segments and therefore has been categorized as “unallocated amounts.” \

1
|
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Operating income increased $12.6 million to $127.9 million from $115.3 million for the prior year. As a
percentage of revenue, operating income decreased to"17% from 18%. The change in accounting for share-based-
compensation beginning January I, 2006 had a negatlve impact of 1% on reported operatmg income as a percentage
of total company revenue. Lo ‘ i -

C I . - IR | - 4 ’
The following tables present operating éxpenses and opérating income by reportable segment: :°
' - . g . o i R ‘ o .

i . For the Twelve Months Ended December 31, . t

r

- L - P + B

1

Operating Expenses , . ) Percenl of oy . Percent of . Dollar Percentage
(dollars in thousands) 2006 . Revenue . 2005 Revenue Change Change
CAG $ 197,239 - 325% s Merd3r T 20w s 29,800 - 178%
Water . 12679 .. « 217%+ 12,303, 20.3% . v -+ 376 . 31%
PAS ) ) . 22,482 3B1% 20471 A55% . 2,011 R 9.8%
Other - 4,254 27.6% 3840 247% 405 10.5%
Unallocated amounts 14,942 N/A T 3,507 N/A” 11,435 T T i6a%

Total Company 3 251,596 340% § 207,56% 325% 3 44,027 21.2%

Y e - T

Operating Income 1, Percent of L *,.  Percentof -+ Dellar Percentage
{dollars in thousands) 2006 _Revenue . . 2005 . . Revenue Change . , Change
CAG $ 100,760° = " 166% 87 82970 - 159% 5 17,790 21.4%
Water i 25,762 44:1% 25974 0 T 458% e (212) : (0.8%)
PAS 16,172 27.4% 7.317 16.3% 8,855 121.0%
Other 1,852 12.0% 2,577 166% . - (725) . (2B.1%),
Unallocated amounts (16,613) N/A (3,507) N/A !13 106 ) (373 %)

Tota!‘ Company $ 127,933 ‘ 173% 3§ 115,331 18.1% $ 12,602 10.9%

| . . . P L \ -+

Companion Animal Greup. Operating expenses for CAG increased $29.8 million, or 18%, to $197.2
million from $167.4 million for the prior year and, as a percentage of revenue, increased to 33% from 32%. The
increase was attributable to a 13% ($11.3 mllhon) increase'in sales and marketmg expense a 20% ($10.1 million)
increase in general and administrative expense and a 28% ($8.4 million) increase in research and development
expense. The increase in sales and marketing expense-resulted primarily from*higher personnel-related costs due, in’
part, to expanded worldwide sales, marketing and customer service headcount and to higher sales commissions as a
result of revenue performance. To a lesser extent, incremental activities associated with businesses acquired since
January 2005 also contributed to the increase in sales and marketing expense, The increase in general and
administrative expense resulted primarily from highér spending on facilities] information technology and other
general support functions. To a lesser extent, incremental expenses associated with'businesses acquired since
January 2005, comprised mainly of amortization expense for intangible assets acquired and general and
administrative expenses of a recurring nature to support the acquired businésseés, also contributed to the increase in
general and administrative expense. Increases in general and administrative expenses were partly offset by the
favorable impact of net transaction gains on foreign currency denominated expenses in 2006 compared to
transaction losses in 2005. The increase in research and development ex;ienée résulted primarily from increased
product development spending related prlmarily to IDEXX VetLab® mstrumentatlon and, to &’ lesser extent, rapld
assay and dlgltal radlography products. L .

-’ - . e . - R

Water., Operatmg expenses for Water increased $0.4 million, or 3%; to $I2 7 million from $12.3 million
for the prior year and, as a percentage of r fevenue, were constant at 22%. The iricrease was attributable to a 7% ($0.3
million) increase in general and administrative expense and a 3% ($0.1 miilion) increase in sales and marketing
expense, partly offset by 5% (30.1 million) decrease in research and development expense. The increase in general
and administrative expense resulted primarily from higher spending on facilities, information technology and other
general support functions; higher bad debt expense; higher compensation; and costs incurred to consolidate our
office and production facilities based in the United Kingdom into a single facility. The increase in sales and
marketing expense resulted primanly from higher personnel-related costs. The decrease in research and
development expense resulted primarily from lower spending following the launch of the IDEXX Filta-Max
xpress™ system, a Cryptosporidium and Giardia testing product, in the second quarter of 2006.
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Production Animal Segment. Operating expenses for PAS increased $2.0 mitlion, or. 10%, to $22.5
million from $20.5 million for the prior year. As a percentage of revenue, PAS operating expenses decreased to 38%
from 46%. The increase in operating expenses resulted pnmanly from a 14% ($1.1 million) increase in general and
administrative expense and a 12% ($0.9 rmllxon) increase in sales and marketing expense. The increase in general
and administrative expense resulted primarily from higher spending on facilities, information technology and other
general support functions and, to a lesser.extent, from a write-down of an equity investment in a technology licensor.
Increases in general and administrative expenses were partly offset by the absence in 2006 of certain discrete costs
that occurred in 2005 and the favorable impact of net transaction gains on foreign currency denominated expenses in
2006 compared to transaction losses in 2005. Discrete costs in 2005 were associated with the cessation of production
in our Sweden-based facility in connection ‘with the centralization of our European production animal diagnostics
operations in Bern, Switzerland. The i increase in sales and marketing expense resulted primarily from higher
personnel-related costs. Increases in research and development expense from higher personnel-related costs due, in
part, to expanded headcount and from hlgher patent-related costs were substantially offset by lower facilities and
overhead costs in Europe as a result of the consolidation of our European production animal business, lncludmg
research and development activities, durmg the second half of 2005.

Unallocated Amounts. Operatmg expenses that are not allocated to our operating segments, consisting
primarily of the company-wide share-based compensation expense and corporate research and development,
increased $11.4 million to $14.9 million from $3.5 million for the prior year. This increase is primarily due to the
inclusion of share-based compensation expense of $9.0 million in 2006 due to thi¢ adoption of SFAS No. 123(R) on
January 1, 2006. Corporate research and development expense grew mainly due to personnel additions in 2005 and
2006 to support increased long-term product development activities. . .

Interest Income and Interest Expense -

Interest income was $3.3 million for the year ended December 31, 2006 compared to $3.2 million for the
year ended December 31, 2005. An i increase in interest income from higher interest rates was largely offset by lower
average invested cash balances. o

- Interest expense was $0.5 m1]l|on for the year ended December 31, 2006 compared to $0.1 ml“lOl‘l for the
year ended December 31, 2005. The i increase in interest expense was primarily due to interest expense incurred on
the mortgage assumed in connection with the Westbrook, Maine facility purchase in May 2006.

4

Provision for Income Taxes L.

Our effective income tax rate was 28.4% for the year ended December 31, 2006 compared wrth 34.2% for
the year ended December 31, 2005. The maJorlty of this rate differential resuited from the favorable impact of the
resolution in 2006 of an IRS income tax audit for the years ended December 31, 2003 and 2004. As a result of
completing this audit, we reduced prevnously accrued taxes and recognized a tax benefit of 3.7% of income before
tax. Other items that decreased our effective tax rate for the year ended December 31, 2006 included a reduction of
previously recorded international deferred tax liabilities as a result of obtaining certain multi-year tax incentives and
the release of a valuation allowance on mtematlonal deferred tax assets as a result of a subsidiary demonstrating
consistent sustained profitabtlity. In addltlon the effective rate for the year ended December 31, 2006 was less than
the effective rate for the year ended December 31, 2005 due to the incremental tax expense in 2005 on the
repatriation of $30.0 million pursuant to the American Jobs Creation Act of 2004. These rate reductions were partly
offset by the nonrecognition, in 2006, of tax benefits on compensation expense for incentive stock options and
employee stock purchase rights that were recorded in accordance with SFAS No. 123(R) effective Januaxy 1, 2006.
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Twelve Months Ended Decembér 31, 2005 Compared to Twelve Months Ended December 31,2004 - - I
i . S, . . . . - . . !

. Revenue -

. '

- » *

Total Company. Revenue increased $88.9 million, or 16%, to $638.1 million from $549.2 million for the
prior ycar The foltowmg table presents revenue by reportable segment

For the Twelve Months Ended December 31,

Percentage

P +

Change Net |

of |

. A Percentage  Acquisitions !

T . : : : Percentage Change from ‘and |

Net Revenue St ' L « . Dollar. Percentage - Change from  Acquisitions Currency |

(doflars fn‘thau_.s_'and.s) _ 2005 . 2004 . Change Change Currency (1) (2) Effect ji

CAG $ 520,830 § 448687 $ 72143 1 16.1%. - 65%_ T T96% |
Water 56,760 53,098 3,662 6.9% 0.3% . 6.6%

‘PAS ) R 44945 T31,690 13,255 S 418% __' ©03%) . _171% _ 25.0%

Other| .. .+ .l 15,560 15,706 . . (I46) . (09 A) LL03% o (12%

Tota_l._m e e 5 638,095 % 549,181 § 88,914 71‘6_.2_% - . W63% 99% -

|

T

- 1 . , .
(1) Represents the percentage change in revenue attributed to the effect of changes in currency rates from the 12 months ended December 3,

2004 to the 12 months ended December 31, 2005.
(2) Represents the percentage change in revenue attributed to incremental revenues from businesses acquired since January 2004 during the

twelve months ended December 31, 2004 compared to the twelve months ended Dcccmb.er 31,2005, .

. Companion Animal Group. Revenue for CAG increased $72.1 million, or 16%, to $520.8 million from
$448.7 million for the prior year. Incremental sales from businesses acqu1rcd during 2004 and 2005, consisting of |

veterinary reference laboratories and a digital radiography business, contributed approxmlately 7% to CAG revenue'
growth during the period. The following table presents revenue by product and service categqnes for CAG:

For the Twelve Months Ended December 31,

"l

Percentage

Percentage  Change Net of

' Percentage Change from Acqmsmons

Net Revenue - .Doltar  Percentage , Change from  Acquisitions  and Currency

(doliars in thousands) 2005 2004 Change Change Currency () (2) Eﬂ'ect
dnstumentsand 0 T T T TTITT TT T mrommomoemes ot omane e T ‘
_ consumables s 217,537 § 157,939 % 19,598 99% - - 9. Q%J

Rapid assay products _ 100,235 93,506 6,749 72% 02% - T7.0% ] -
Laboratory and consulting !
.services , ... 156,425 118,596 37,829 31.9% (0.3%) L229% 93% {
Practice information ' i

management systems ' . . :
and digital radiography 32589 . 28163 N 4 426 15.9% . 02% . 70%  _  85% {\ ‘
'Pharmaceutica! products 14,024" 10483 _ 3 54! _33, 8% SR S S 33 S%fl .
Net CAG revenue 5 520,830 3 448,687 § 72,143 16.1% ‘ 6. 5 %" 9, 6%

(1) Represents the percentage change in revenue attributed to the ef'fect of changes i in currency rates from the 12 months ended December 31,

1

2004 1o the 12 months ended December 31, 2005,
(2) Represents the percentage change in revenue attributed to incremental revenues from businesses acquired since January 2004 during the "

twelve months ended December 31, 2004 compared to the twelve months ended December 31, 2005.

The following revenue analysis reﬂects the results of operatlons net of the impact of currency exchange
rates on sales outside the U.S.

The increase in sales of instruments and consumables from 2004 to 2005 was due mainly to increased sales

volume. The increased sales volume of corisumables was due primarily to higher worldwide practlce -level sales of
VetTest® slides. To a ledser extent, increased domestic sales of consumables used with our VetLyte® Electrolyte
Analyzers and higher practice-level sales of tubes used with our hematology instruments also resulted in increased
sales volume of consumables. Increased VetTest® chemistry and hematology consumables $ales volume was due
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pnmanly to an increase in our installed base of instruments throughout 2004 and 2005, The increase in sales of

VetLyte® consumables was due, in part, to lower sales in the fourth quarter of 2004 due to product unavailability,
which had a favorable impact of i% on the growth rate for instruments and consumables during 2005. Increased -
instrument sales volume resulted maml}r from higher sales of LaserCyte® Hematology Analyzers and, to a lesser
extent, the launch of our VetStat® Electrolyte and Blood Gas Analyzer. .

The increase in sales of rapld assay products from 2004 to 2005 was due prlmanly to increased domestic

practlce-level sales volume of our canine éombmatlon test, the SNAP® 3Dx® Canine Test, and to higher average unit
sales prices for canine and feline products'

r——a ¥
sl

The increase in sales of laboratory and consulting services from 2004 to 2005 resulted primarily from the
1nclu510n of sales from laboratories acqunred in the fourth quarter of 2004 and in 2005 and, to a lesser extent, the
impact of price increases and higher testmg volume Incremental sales from laboratories acquired in the fourth
quarter of 2004 and in 2005 contributed approx1matety 23% to laboratory and consulting services revenue growth
during 2005. i

{

The increase in sales of practice mfon'natlon management and digital radiography systems from 2004 to
2005 resulted from increased sales volume' of digital radiography instruments. The increase in digital radiography
revenue was primarily due to an increase m the number of systems sold, including sales attributable to a business
acquired in the third quarter of 2005, Ineremental sales from this acquired business contributed approximately 7% to
practice information management and dlgltal radiography systems revenue growth during 2005.

The increase in sales of pharmaceutlca] products in 2005 resulted primarity from 1ncreased practlce -level
demand and, to a lesser extent, from price 1ncreases on'certain products,

Water. Revenue for Water mcreased $3.7 million, or 7%, to $56.8 million from $53.1 million for the prior
year. The increase resulted pnmar:ly from hlgher worldw1de sales volume, partly offset by lower average unit sales
prices attributable to both greater price corﬁpetmon in cértain geographies and higher relative sales in geographies
where products are sold at lower unit pnces The favorable impact of currency exchange rates contributed an
aggregate of $0.2 million, or less than 1%, th 'the i increase in Water revenue.

Production Animal Segment. Revenue for PAS increased $13.3 million, or 42%, to $44.9 million from
$31.7 million for the prior year. The increase resulted primarily from higher worldwide sales volume of livestock
and, to a lesser extent, poultry diagnostics, mcIudmg sales attributable to acquisitions in 2004. incremental sales -
from businesses acquired during 2004 contrlbuted approximately 17% to production animal products revenue
growth during the period. Changes in forelgn currency rates did not have a significant impact on the PAS revenue
growth rate.

Gross Profit }

Total Company. Gross profit mereased $43.9 million, or 16%, to $322. 9 million from $279.0 million for
the prior year and, as a percentage of total revenue was approximately constant at 51%. The following table
presents gross profit and gross profit percentage by reportable segment:

For the Twelve Months Ended December 31,

14 Percent of Percent of Dollar Percentage
Gross Profit (dollars in thousands) 2005 Revenue 2004 Revenue Change Change
) ‘ : j
CAG . R S 253409 T 4R1% s 214927 '47.9% 5 T 35482 77 T165%
Water 38, 277 67.4% 35,885 67.6% ' 2,392 6.7%
'PAS 27,788 61.8% 21,221 67.0% 6,567 309%
Other L 6:426. 41.3% 6,984 44.4% ' (558). {8.0%)
Total Company 3 322,900 506% § 279.017 508% 3§ 43883 137 %,

i
. . 3 .
Companion Animal Group. Grosg profit for CAG increased $35.5 million, or 17%, t0.$250.4 million
from $214.9 million for the prior year due prirﬁarily to increased sales volume across the CAG product lines. As a
percentage of revenue, CAG gross profit was: approx1mately constant at 48%. The gross profit percentage was
positively impacted by relatively higher sellmg prices, particularly for laboratory and consulting services and rapid
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assay products; lower product and service costs associated with the LaserCyte® Hematology Analyzer and lower
product cost of slides sold for usé in our VetTest® Chemistry Analyzers under the agreement with our supplier; and
the favorable impact of forelgn currency rates on sales denominated in those currencies, net of foreign exchange
hedge contract losses. The increases in the gross profit percentage were largely offset by higher overall net product,
and service costs, apart from the favorable LaserCyte® and slide costs mentioned above; greater relative sales of
lower margin produicts and services, mainly from higher sales growth of laboratory services; and write-downs of

excess pharmaceutical product 1nventory

Water. Gross profit for Water increased $2.4 million, or 7%, to $38.3 million from $35.9 million for the
prior year due primarily to increased sales volume, partly offset by a slight decrease in the gross profit percentage to
67% from 68%. The gross profit percentage was unfavorably impacted by costs related to a manufacturing issue

during the third quarter of 2005 and by lower average unit sales prices. These decreases in the gross profit - .
percentage were partly offset by the favorable impact of foreign currency rates on sales denominated in those

cu.n-enc:es net of forelgn exchange hedge contract losses. .

Productlon Ammal Segment. Gross proﬁt for PAS increased $6 6 mllllon or 31%, to $27.8 million from

$21.2 million for the prior year due.to increased sales volume, partly offset by a decrease in the gross profit

percentage to 62% from 67%. During the same.period of the prior year, a reduction of approximately $1.8 miilion in ,

an estimated liability for a third party claim was accounted for as a reduction in cost of revenue and increased the .
2004 gross profit percentage by four percentage points. For 2003,.an unfavorable impact on the gross margin '
percentage of two percentage points was attributable to incremental acquisition integration costs. The gross profit
percentage was favorably impacted by higher relative sales of higher margin livestock products and by the favorable
impact of foreign currency rates on szles denominated in those currencies, net of foreign exchange hedge contract.,

losses, partially offset by hlgher net product costs. !

Operatlng Expenses and Operating Income : L P

Total Company. Total operating expenses increased $36.6 million to $207.6 million from $171.0 million
for the prior year. As a percentage of revenue, operating expenses increased to 33% from 31% for the prior year. .

Operating income increased $7.3 million to $115.3 million from $108.0 million for the prior year. As a j
percentage of revenue, operating income décreased to 18% from 20%. During 2005, operating income was reduced
by acquisition integration costs associated with businesses acquired in the fourth quarter of 2004 and in 2005,
including costs incurred in connection with the centralization of our European production animal diagnostics

operations in Bern, Switzerland. During 2004, operating income benefited from the settlement of a third party claim, |

described in the above discussion of Production Animal Segment gross profit, and a payment received in settlement |
of litigation, partly offset by acquisition integration costs, These discrete items in both years resulted in a reported |
decrease in operating income as a percentage of total company revenue of one percentage point. The remaining 1
difference in the operating income percentage for 2003, compared to the prior year, was attributable, in part, to the
“expansion of the CAG sales, customer service and marketing organization during 2004 and the first half of 2005; - j
amortization expense for intangible assets purchased in connection with businesses acquired in the fourth quarter of
2004 and in 20035; and other changes in gross profit and operatmg expenses described in this discussion.

The followmg tables present eperatmg expenses and operatmg income by reportable segment "

, e . ) , . f

For the Twelve Months Ended December 31, . . !

Operatmg Expenses ) : Percent of . ~ Percent of " Deollar Percentage
Mars in thoruamis') o ‘2005 Revenue ‘ 2004 © ' Revenue " Change Change !
CAG ;"fm;;j'_'_'_'_ T8 167439 T T 320% 8. 137804 307% _ 8 T 29635 . "21.5% ¢
w.ager s AT T 66 T 219% 611 58% |
PAS_ ,mmﬁ_______ﬂ___zq,gl__“_ CdsS% T T TlaNma T T AR T s T T aaa
Other ST 3849 T Tza7% T w202 T T T268% T T 3s3) (84wt
{Unallocated amounts _ 3507 0 WA T 3 TNALT T T TR T T I T TI03% 40
Total Company S 207,569 325% § 170982 31%  § 36,587 214%
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Operating Income . Percent of - Percent of , Dollar . _Percentagej_

(dollars in thousands) . 2005 Revenue 2004 Revenue Change ) Change '
‘CAG T S X I | é 159%. 8 Tia2d U TiT2% TS T U587 D T 14%
Water K Loasoma [} Tasswy 24289 45.7% W 1TIS 7%
PAS L L. 17 {’ 163%. 7049 233% . . 268 38%)
Other , C2577 16.6%° 2782 T TNIA% T @0s) . (14%)
Unallocated amounts ; (3,507) | N/A !3 178y JN/A B To329y 0 (10.3%)
Total Company $ 115,331 181% $ 108,035 197% S 7,29 6.8%

Companion Animal Group. Operatmg expenses for CAG 1ncreased $29.6 million, or 22%, to $167 4 T
million from $137.8 million for the prior Xear and, as a percentage of revenue, increased to 32% from 31%. The
increase was attributable to a 21% ($15.1 mllllon) increase in sales and marketing expense, a 25% ($10.1 million)
increase in general and administrative expense and a 17% ($4.4 million) increase in research and development
expense, The increase in sales and marketmg expense resulted primarily from the expansion of the worldwide sales,
customer service and marketing organization; ongoing expenses attributable to the Vet Med Lab business acquired
in the fourth quarter of 2004 and, to a lesser extent, the digital radiography business acquired-in the third guarter of
2005 and higher sales commissions as a result of revenue performance. The increase in general and administrative
expense resulted primarily from expenses attrlbutable to businesses acquired in the fourth quarter of 2004 and in
2005, comprised of general and administrative expenses of a recurrmg nature, amortization expense for intangible
assets acquired, and integration costs. To a‘lésser extent, the increase in general and administrative expense was also,
attributable to higher spending on mfonnatwn technology and other general support functions; the unfavorable
impact of exchange rates on foreign currency denominated expenses; and the positive impact in 2004 of a payment
received in the second quarter of 2004 to settle certain litigation. The increase in research and development expense
resulted primarily from increased spendmg related to instrument development and to a lesser extent, rapid assay and
pharmaceutical product development. - '

i T

Water. Operating expenses for Wafter increased $0.7 millien, or 6%, to $12.3 million from $11.6 million
for the prior year and, as a percentage of re?'enue were approximately constant at 22%. The dollar increase was .
attributable to a 13% ($0.6 million) i increase in general and administrative expense and a 12% ($0.2 million)
increase in research and development expense partly offset by a 2% (30.1 million) decrease in sales and marketing
expense, The increase in general and’ admxmstratlve expense resulted primarily from higher spending on information
technology and other corporate functions, and to a lesser extent, from the unfavorable impact of exchange rates on
foreign currency denominated expenses. T}iefmcrease in research and development expense resulted primarily from
increased spending on Cryptosporidium testu‘rg product development. There were no srgmﬁcant individual events or
fluctuations in the nature and amounts of sale‘{s and marketmg expense. ' . - ‘ .

Production Animal Segment. Ope}"atmg expenses for PAS mcreased $6.3 million, or 44%, to $20.5
million from $14.2 million for the prior year and as a percentage of revenue, increased to 46% from 45%. The
increase resulted from a 103% (54.1 miilion) i increase in general and administrative expense, a 26% ($1.5 million)
increase in sales and marketing expense, and a 15% ($0.7 million) increase in research and development expense.
The increase in general and administrative exf)ense resulted primarily from expenses associated with the acquisition
of Bommeli in the fourth quarter of 2004 and the subsequent centralization of our European production animal
diagnostics operatlons in Bern, Swntzerland‘These costs are composed mainly of general and administrative
expenses of a recurring nature to support the Bommeh business, costs related to the cessation of production in our
Sweden-based facility, and amortization expense for intangible assets acquired. To a lesser extent, higher spending
on information technology and other corporate functions and the unfavorable impact of exchange rates on foreign
currency denominated expenses also contrlbutted to the increase in general and administrative expense. The increase
in sales and marketing expense resulted prlmanly from the addition of Bommeli sales and marketing activities and
from sales and marketing costs to support the launch of our HerdChek® BSE Antigen Test Kit. The increase in
research and development expense was due f)nmanly to the addition of Bommeli research and development
activities and to higher compensation costs, parrtly offset by reduced development activity following the launch of
our HerdChek® BSE Antigen Test Kit.

Unallocated Amounts. Operating expenses that are not allocated to our operating segments, consisting
primarily of corporate research and developrrleﬁnt, increased $0.3 million, or 10%, to $3.5 million from $3.2 million
for the prior year due mainly to increased long-term development activities.
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Interest Income and {nterest Expense

Interest income was $3.2 mllhon for 2005 and 2004 The impact of higher mterest rates was substantially
offset by the impact of lower average invested cash balances.. . . - . ‘

Interest expense was $0.1 million for 2005 compared to $0.2 million in 2004. The decrease was pﬁmarily )
due to interest incurred on a tax payment in December 2004 and the final payment of a note payable in February
2005. : : .. . , , S

Provision for Income Taxes

Our effective income tax rate was 34.2% for the year ended December 31, 2005 compared with 29.7% for
the year ended December 31, 2004. The majority of this rate differential resulted from the favorable impact of the
resclution in 2004 of an IRS income tax audit through the year ended December 31, 2001. As a result of completing -
this audit, we reduced previously accrued taxes. Other rate reductions resulted from the release in 2004 of a ]
valuation allowance on international deferred tax assets as a result of a foreign subsidiary demonstrating consistent
sustained profitability and changes in certain state and international tax estimates. In addition, 2005 tax expense
increased by $1.0 million and the 2005 effective income tax rate increased by 0.8 percentage points due to
incremental taxes on the repatriation of $30.0 million pursuant to the American Jobs Creation Act of 2004. . '

RECENT ACCOUNTING PRONOUNCEMENTS - . . . }

A discussion of recent accounting pronouncements is included in Note 2(q) to the consolidated financial
statements for the year ended December 31, 2006 included in this Form 10-K. .

LIQUIDITY AND CAPITAL RESOURCES
Liquidity .

We fund the capital needs of our business through cash generated from operations. At December 31, 2006 |
and 2005, we had $96.7 million and $132.7 million of cash and cash equivalents and short-term investments, ;
respectively, and working capital of $177.5 million and $192.7 million, respectively. !

We consider the operating earnings of non-United States subsidiaries to be indefinitely invested outside the |
U.S. Changes to this policy could have adverse tax consequences. Subject to this policy, we manage our worldwide
cash requirements considering available funds ameng all of our subsidiaries. Foreign cash balances are generally
available without legal restrictions to fund ordinary business operations outside the U.S. ‘

In January 2007, we entered into an unsecured short-term revolving credit facility with a bank in the
principal amount of $125.0 million that matures on June 30, 2007. The credit facility may be used for general.
corporate purposes, including repurchases of our common stock and business acquisitions. The applicable interest
rates generally range from 0.375% to 0.875% above the London interbank rate or the Canadian Dollar-denominated ,
bankers’ acceptance rate, dependent on our leverage ratio. Under the credit facility, we pay quarterly commitment
fees of 0.08% to 0.20%, dependent on our leverage ratio, on any unused commitment. The credit facility contains |
financial and other affirmative and negative covenants, as well as customary events of default, that would allow any;
amounts outstanding under the credit facility to be accelerated, or restrict our ability to borrow thereunder, in the ¢
event of noncompliance. The financial covenant requires our ratio of debt to carnings before interest and taxes, as |
defined by the agreement, not to exceed 3-to-1. We expect to enter into a long-term credit facility with similar terms’
prior to June 30, 2007. : “

. .

We believe that current cash and cash equivalents, short-term investments, funds generated from
operations, and amounts available under credit facilities will be sufficient to fund our operations, capital purchase )
requirements, and strategic growth needs. We further believe that we could obtain additional borrowings at :
comparable interest rates to fund our growth objectives. The extent and timing of acquisitions-related spending and
repurchases of our common stock could cause variations on our Ilquidlty and leverage levels. -

[ . L 1
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Sources and Uses of Cash

i T T

Cash provided by operating actlvmes was $109.8 million for the year ended December 31, 2006, compared
to $116.6 million for 2005. The total of. net income and net non-cash charges was $120.0 million for the year ended
December 31, 2006, compared to $105.8 mr]llon for 2005. Reported cash flows from operations were negatively
impacted by a change in accounting for the tax benefits from exercises of stock options and disqualifying .
dispositions of shares acquired in connectlon with our adoption of SFAS No. 123(R) on January 1, 2006, which
reduced reported cash flows from operatlo?s by $9.4 million for the year ended December 31, 2006. For the year
ended December 31, 2006, the tax benefit on exercises of stock options and disqualifying dispositions of shares was
classified as a cash flow from financing activities, whereas the benefit was classified as a cash flow from operating .
activities in prior years.

- In 2006, cash decreased $10.2 mllhon due to-changes in operating assets and liabitities, whereas in 2005
cash increased by $10.7 million due to changes in operating assets and liabilities, resulting in a year-to-year change
of $21.0 miltion. The increase in cash used by changes in operating assets and liabilities, compared to 2005, was
primarily attributable to $33.1 million of mcremental cash used to purchase inventory, partly offset by $7.7 million .
of additional cash provided by an increase in accrued liabilities during the year ended December 31, 2006. The
greater incremental increase in lnventones.]wlas due, in part, to increased inventories in support of hlgher sales
volumes, to our preparation for a supplier’s productlon facility transition, and to ensure adequate supply of certain
instrument components and accessories that are being discontinued by the manufacturers. The reported increase in
cash provided by changes in accrued llabllmes compared to 2005, was primarily attributable to the change in the
presentation of tax benefits, noted above, of $9 4 million from exercises of stock options and disqualifying
dispositions of shares acquired. : 2

Cash used by investing activities was $40.7 mllllon for the year ended December 31, 2006, compared to
cash provided by investing activities of $12 6 million for 2005. The increase in cash used by investing activities for
2006, compared to 2005, was primarily due] to the increase in cash used for acquisitions. An incremental increase of
$17.6 million in 2006 compared to 2005 was largely due to the $15.2 million paid to acquire a veterinary reference
laboratory in Canada. Additionally, in 200q we had lower incremental net proceeds from net sales.and maturities of
short- and long-term investments of $13.6 million, we paid $12.1 million for the purchase of land and buildings, and
we had incremental purchases of property ahd equlpment of $8.1 million.

We paid cash of $12.1 million for. land and buildings, pnmanly for the purchase of our Westbrook, Maine
facility; $32.3 miilion to purchase other ﬁxed assets; and $1.7 million to acquire rental instruments sold under
recourse during the year ended December 31 12006 principally related to the CAG segment. Our total capital plan
for 2007 is approximately $65 million, whlch includes approximately $23 million towards the renovation and
expansioen of our headquarters facility in Westbrook Maine. We prel:mmanly project additional capital spending of
approximately $50 million during 2008 through 2009 to complete this expansion and renovation.

In connection with the purchase of. ohr Westbrook, Maine facility, we assumed a mortgage that is payable
in equal monthly installments of approxnmately $0.1 miillion through May 1, 2015. The assumed mortgage had a
face value of $6.5 million and a stated mteres( rate of 9.875%. We recorded the mortgage at a fair market value of
$7.5 mllllon based on an effective market mterest rate of 6.05%., »

.'The board of directors has authonzed the repurchase of up to 18 000 000 shares of our common stock in the
open market or in negotiated transactions. From the inception of the program in August 1999 to December 31, 2006,
we repurchased 15,285,000 shares. We beheve that the repurchase of our commen stock is a favorable investment
and we also repurchase to offset the dilutive' ef‘fect of our employee share-based compensation programs.
Repurchases of our common stock may vary dependmg upon the level of other investing activities and the share
price. See Note 14 to the consolidated fmancral statements included in this Form 10-K for additional information

about our share repurchases ;-

toy

Other Commltments, Contmgencres and Guarantees . " : ‘ J

- Under our workers compensation msurance policies for U. S employees for the years ended December 31,
2006, 2003, 2004 and 2003, we retain the ﬁrst $250,000 in claim liability per incident and $3.1 million, $2.8 million,
$3.0 million and $1.4 million, respectively, in gggregate claim liability. We entered into a similar workers’
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compensation insurance policy effective January 1, 2007. The insurance company provides insurance for claims

above the individual occurrence and aggregate limits. We estimate claim liability based on claims incurred and the
estimated ultimate cost to settle the claims. Based on this analysis, we have recognized cumulative expenses of $1.3
million, $0.6 million, $0.7 million and $0.8 million for claims incurred during the years ended December 31, 2006, !
2005, 2004 and 2003, respectively. In connection with these policies, we have outstanding letters of credit totahng
$2.1 million to the insurance companies as security for these ClalmS .

Under our employee health care insurance policy, we retain claims liability risk up to $125,000 per incident -
and an aggregate claim limit based on the number of employees enrolled in the plan per month. We estimate our '
liability for the uninsured portion of employee heaith care obligations based on individual and aggregate coverage,
our claims experience, the number of employees enrolled in the program, and the average time from when a claim is
incurred to the time it is reported. Should actual employee health care claims liability exceed estimates, we are liable |
for up to an additional 1.5 million for potential uninsured obligations at December 31, 2006. We have insurance
coverage of $1.0 million for claims above the aggregate limit. Should employee health insurance claims exceed this !
coverage, we would have further obligations for the amount in excess of such coverage. “

In connection with acquisitions of businesses and intangible assets, we have commitments outstanding at
December 31, 2006 for additional purchase price payments of up to $3.9 million, of which $1.8 millien is contingent’
on the achievement by certain acquired businesses of specified milestones.

We previously had a 40% equity interest in a joint venture to market production animal diagnostic products
in China. In April 2006, we paid $0.6 million to acquire an additional 55% equity interest in the joint venture from |
our partner. We also committed to pay an additional $0.2 million in two years in consideration for the additional |
equity. In addition, the joint venture entered into a contract with the joint venture partner where the partner will
provide promotional and agency services and will receive sales commissions at rates escalating from 2.5% to 8.5% X
annually based on sales volume, i
i

In January 2007, we acquired the Critical Care Division of Osmetech plc. The acquired busmess is based i iny
the United States and develops, manufactures, and sells point-of-care electrolyte and blood gas analyzers and related
consumable products for the human and vetertnary diagnostics markets. We pald cash of approximately $45 mllhon

i

On January 26, 2007 we announced that we had entered into an agreement to acquire all of the shares of
Institut Pourquier. Based in Montpellier, France, Institut Pourquier develops, manufactures and sells production
animal diagnostic products. The closing of this transaction is subject to certain conditions and is expected to occur m
March 2007. Institut Pourquier had sales of approximately $7.5 million in 2006. . .

o

In October 2005 our former supplier of VetAutoread™ Hematology Analyzers and consumables sold this k
business (including the human hematology testing products division) and we simultaneously entered into a new ,;|
supply agreement for these products with the acquirer of the business. Under this new supply agreement, we
received fixed pricing on certain products through December 31, 2020, among other benefits. In partial
consideration for this new supply agreement, we paid cash of $2.5 million to the acquirer and guaranteed the !
acquirer’s note (the “Note™) in the principal amount of $3.5 million given to our former supplier in partial
consideration for the business. The acquirer is obligated to pay the Note through quarterly principal and interest i
payments through 2008 and to pay the remaining balance in 2008. The principal balance of the note that we have
guaranteed is $2.6 million at December 31, 2006. We are obligated to make a second payment of $1.25 million upon
the achievement of certain milestones by the acquirer, which we expect to occur in approximately 2007, and a lhll‘d'
payment of $1.25 million twelve months later. Our obligations to make the second and third payments are subject to
the acquirer’s payment of all amounts under the Note and the release of our guaranty.

i
it

We purchase the slides sold for use in our VetTest® Chemistry Analyzers under an agreement with Ortho '
that, as of December 31, 2006, required us to purchase a minimum of $59.0 million of slides through 2010. We
purchase our VetAutoread™ Hematology Analyzers, components and consumables under an agreement under '
which we are required to make aggregate minimum purchases of $15.7 million through 2020, in addition to the ‘f
payment obligations described above. We also have commitments under certain other agreements that commit us to
aggregate future payments of $19.7 million. In addition, we have various minimum royalty payments due through ; 3

2024 of $15.1 million. . .
b
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We are contractually obligated to; make the followmg payments in'the years-below: -

R AR B ‘;'.- g Ko L e T P R T .o
. [l -, - ' G - q L. . . T
(in thousands) N h‘mal < gy 20082009 200052011 " After zou
Long-term debt obligations @ - <8 17,125 8§ o .. 618 % o 1485 % - 16760 8 3286
Operating leases. . - 32 522 e 1369 aer . 11836 . 7067 . 5450
Purchase obligations 168 878 S 107,395 46,908 8,525 , 6,050
Minimum royalty payments 115, 077 . ";.'1,721 N . 3138 32480 L 6,976
Other long-term liabilitiés ™ smsrmbi ot i e gygT TTTT T Trgga T N T g9 ™00 7 -
Total contractual cash obligations - - ** «. $ . 229430 § . » 119994 /.§ * *:'66,26L..8 v 21413 .% 21,762
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TN RPRTIN T L et T L R K

n Long-tenn debt amounts reﬂect principal payments only exeludmg assoclated interest payments: - L

(2) Purchase obllgatlons mclude agreements 1o purchase goods or servrces that are enforceable and legally bmdmg that spec1fy all sugmﬁcant
terms, including fixed or minitnum quantities; pt'-u:mg, and approxlmate ttmmg of purchase trahsactions. OF this amount, $72.0 million
represents amounts committed under purchasé orders, $59.0 mtlllon represents our minimum purchase obligation under our VetTesi®
supply agreement with Ortho and $18.2 million represents our minimum purchase obligation and related payments under our ,
VetAutoread™ agreements.

(3)  Other long-term liabilities are ltabllmes that are reﬂecled on our, consolidated balance sheet in this Annual Repon on Form 10-K and

...... I

melude warranty obhganons and commttmems for(addmonal ne‘qulsmon purchase pnce payments 3
it Vet N lt‘.uattr'g,d LN LI T . e

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK - -
i
* Qur ﬁnancral market ‘Tisk-consists pnmanly of foreign currency exchange rate rlsk We operate sub51d|ar1es
in 16 foretgn countrtes and ‘transact busrness 1?n local currencnes s ’ ' ,
T ot Lot e e P L e N L )
~ The pnmary purpose ‘of our foreign currency hedgmg activities 1§ to protect agamst ‘the volatility associated
with foréign currency transactions. Weé alsoﬂutrltze some’natural hedges to mitigaté“our transaction and commitment
exposures. Corporate policy prescribes the range of allowable hedging activity. We enter into exchange contracts
with large multinational financial 1nst|tut10ns and we do not hold or engage in transactions mvolvmg derivative
instruments for purposes other than risk management Our accounting poltcres for these contracts are based on our
designation of such instruments as hedgtng transacttons ‘Market gains and lossés are deferred i m prepald expenses or
accruals, as appropnate "until the contract matures which is'the period when the related obligation is settled. We

pnmarlly utitize forward exchange contracts with duratlons of less than 18 months.

Fibat B DR f s oo

Our subsidiaries enter ino foreign ¢ currency exchange Contracts to'minimize ! the 1mpact of forergn currency'
fluctuations associated with their ant1c1pated"mtercompany mventory purchases for thé next twelve months From '
time to time, we may also enter into foréign cdrrency exchange contracts to minimizé the 1mpact of forelgn currency
fluctuations associated with spec:ﬁc srgmﬁdant transacttons Our hedgtng strategy is consistent with prior periods.
We enter into currency exchange ‘contracts fdr amounts that are less than ‘the full valiié of forecasted intercompany
sales and for amounts that are equlvalent to, or less than, other specific; s:gmﬁcant transactlons thus no S|gmﬁcant
meffectlveness has resulted or been recordedithrough the statements of income, 7 "

1 - o o "

Our hedglng strategy related fo mtercompany mventory purchases prov1des that we employ the full amount
of our hedges for the succeeding year at the anclusmn of our budgetmg process for that " year which'is complete by
the end of the preceding year. Quarter]y, we enter into contracts to hedge mcremental portlons ‘of anticipated foreign
currency transactions for the following'year. Accordmgly, our risk with respect to foreign ¢ currency exchange rate
fluctuations may vary throughout each annual cycle At December 31, 2006 we had'$1.3 million i m net unrealized
losses on foreign exchange contracts desrgnated as hedges recorded in other comprehenswe 1ncome which is net of
$0.7 million in taxes.. * ' - s e STt
1. ‘r."." t-.‘ R R A T ST . -

Our currency Tate exposure at December 31, 2006 cons:sted of local currency revenues and expenses, the
lmpact of hedge contracts and balancés denommated ina currency ‘other than thé Company’s'or its subsidiaries’
functional currency. Based on our overall currency rate exposure, excluding unreahzed losses of $2.0 million at -
December 31, 2006 and unreahzed gains of $0 8 million at December 31, 2005 on foreign exchange contracts o
designated as hedges a 10% weakemng or strengthemng of the'U.S! dollar relative to foreign currencies at - o
December 31, 2006 would incréase or decrease operatmg income, respecttvely, by approxlmately $3.1'million in”
2007 and a 10% weakening or strengthening of the U. S. dollar from December 31, 2005 would have increased of-
decreased operating income, respectively, by approxlmately $2.6 million in 2006. As of December 31, 2006, a 10%
weakening or strengthening of the U.S. doltar relative to foreign currencies, excluding the impact of hedge contracts
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currently in place, would increase or reduce operating income, respectively, by approxnmately $13.9 million in 2007,
compared to $9. 7 miltion in 2006. P : e e

ITEMS. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

The response to this item is submitted as a separate section of this report commencing on page F-1.
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

Not appllcable

ITEM 9A. CONTROLS AND PROCEDURES TR

Disclosure Controls and Procedures

Our management is responsible for establishing and maintaining disclosure contrels and procedures, as
defined by the SEC in its Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934 as amended (the
“Exchange Act’”). The term “disclesure controls and procedures,” as defined in Rules !3a-15(e) and 15d-15(e) under
the Exchange Act, means controls and other procedures of a company that are designed-to ensure that information
required to be disclosed by the company in the reports that it files or submits under the Exchange Act is recorded,
processed, summarized and reported, within the time periods specified in the SEC's rules and forms. Disclosure
controls and procedures include, without limitation, controls and procedures designed to ensure that information
required to be disclosed by a company in the reports that it files or submits under the Exchange Act is accumulated
and communicated to the company’s management, including its principal executive and principal financial officers,
as appropriate to allow timely decisions regarding required disclosure. Management recognizes that any controls
and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving their
objectives and management necessarily applies its judgment in evaluating the cost-benefit relationship of possible
controls and procedures. Based on the evaluation of our disclosure controls and procedures as of December 31,
2006, our chief executive officer and chief financial officer have concluded that, as of the end of the period covered
by this report our disclosure controls and procedures are effective to achleve their stated purpose. - .

Report of Management on Internal Control Over Fmancnal Reportmg . . - ¢

We are responsible for establishing and maintaining adequate internal control over financial reporting as |
defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act. The Company’s internal control over financial
reporting is designed to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting
principles in the United States of America and includes those policies and procedures that:

e Pertain to the maintenance of records that in reasonable detall accurately and fairly reﬂect the

1 ' transactions and dispositions of the assets of the Company;

¢  Provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepied accounting principles, and that receipts and
* . _expenditures of the company are being made only in accordance with authorizations of management ,

and directors of the Company; and PRI
i}
. .e Provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use
. or disposition of the company’s assets that could have a material effect on the financial statements. !
Because of its inherent limitations, internal control over financial reporting may not prevent or detect L
misstatements. [n addition, projections of any evaluation of effectiveness to future periods are subject to risk that
controls may become inadequate because of changes in conditions and that the degree of compliance with the.
policies and procedures may deteriorate.
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We ¢onducted an evaluation of the effectiveness of internal control over financial reporting based on the
framework in Internal Control—lntegrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway commission. Based on this evaluation, we conclude that, as of December 3l 2006, our internal control

over financial reporting was effective.? - 1 R B A T 2 P e

Our assessment of the effectivengsé of our-internal:control over financial reporting as of December 31,
2006 has been audited by PncewaterhouseCoopers LLP, an independent registered publlc accountmg ﬁrm as
indicated in their report that is inclided herein. =~ 7.0+ AP I oot ot i
L F R U AL AT B
Changes in Internal Control Over Financial Reporting
3 . T [T
There were no changes in our mtemal control over financial reporting (as defined in Rules 13a-15(f) and
15d-15(f) under the Exchange Act) during the three months ended Dééémber 31, 2006 that materially affected,-or
are reasonably likely to materialty affect, tne Company’s internal control over financial reporting.
i n . " R R
L “.J- ‘.\ . SRINT g e ¥ r " . '
1 The certifications With respect to drsclosure controls-and procedures and internal control over financial .
reporting of the Company’s chief. executive officer andichief financial officer are attached as Exhibits 31.1 and'31.2

Certlf' canons

-~ .
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ITEM 10 DIRECTORS EXECUTIVE OFFICERS AND. CORPORATE GOVERNANCE e
e ey s L7 .. O \ T TR N PR L LYo,
- The information required by this Itern.with respect to Directors is omitted from thls Annual Report.on Form
10-K and, pursuant to"Regulation 14A of the Exchange’Act, is incorporated-herein by reference from the sections
entitled “Corporate Governance” and “E]ecnon of Directors” in the Company’s definitive proxy statement with
respect to its 2007 Annual Meeting of Stockholders 1which proxy statement will be filed with the SEC within 120.
days after the end of the fiscal year covered by this report
. S T PR Ve ‘ | N PSR et R b T A R toa
ITEM 11. " EXECUTIVE COMPENSATl‘ION PR i - . .
Jonon R IS I rH-. RN TR e .
The information required by this Item is omitted from this Annual Report on Form 10-K and, pursuant to+
Regulation 14A of the Exchange, is incorporated herein by reference from the'sections entitled *Compensation-
Discussion and Analysis”, “Executive Compensation and Related Information”, “Corporate Governance — Director
Compensation”, “Corporate-Governance — Compensation Committee Interlocks and Insider Participation”; and
“Compensation Committee Report” in the Company s definitive proxy statement with respect to its 2007 Annual
Meeting of Stockholders, which proxy statement will be filed with the SEC w1th1n 120 days aﬁer the end of the
ﬁscal year covered byithis report. .- .7+ ILIt s L R .
' Iroa o . .LL‘-}""‘ " : P

ITEM 12 . SECURITY OWNERSHIP-OF- CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS :° i

The information reguired by this Ite¢m is omitted from this Annual Report on Form 10-K and, pursuant to
Regulation 14A of the Exchange.Act, is mcorporated herein by reference from the sections entitled “Executive
Compensation and Related Information — Equ1ty Compensation Plan Information™ and “Ownership of Common
Stock by Directors and Officers” in.the. Company % definitive proxy statement-with respect to its 2007 Annual
Meeting of Stockholders, which proxy.statement will-be filed with the SEC within 120 days after the end of the . .

fiscal year covered by this.report.* R T T Y A R U I .

+




ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR
lNDEPENDENCE
e R : I o A TP R I . ’ -

The mformatlon required by this [tem is omltted from this Annual Report on Form lO—K and, pursuant to
Regulation 14A of the Exchange Act, is incorporated herein by reference from the sections entitled “Corporate
Govemnance — Related Party Transactions”, “Executive Compensation and Related Information—Employment
Agreements” and “Corporate Governance — Director Independence” in the Company’s definitive proxy statement
with respect to its 2007 Annual Meeting of Stockholders, which proxy statement will be filed with the SEC within
120 days after the end of the fiscal year covered by this report.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES ‘ AR i
N R L | .

The information required by this Item is on-utted from this Annual Report on Form 10-K and, pursuant to
Regulation 14A of the Exchange Act, is incorporated herein by reference from the section entitled “Ratification of
Appointment of Independent Auditors—Independent Auditors’ Fees” in the Company’s definitive proxy statement
with respect to its 2007 Annual Meeting of Stockholders, which proxy statement w1II be filed with the SEC within
120 days after the end of the fiscal year covered by this report. | L . ST

Lo L . PARTIV Lo
ITEM 15. EXHIBITS

[

(a) . - noo gt ', | . PRt

(Dand(2) . - ..The financial statements set forth in the Index- to Consolidated Financial Statemems are filed as a part of
" this Annual Report on Form 10-K commencmg on page F-1. “- - \ .
(a)(3) and (c) The exhibits listed in thé‘dccompanying Exhibit Index afeé filed as part of this Annuat Report on Form 10-K

and incorporated by reference herein.
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Pursuant to the requirements of Sectlon 13 or 15(d) of the Securities Exchange Act of 1934 the registrant
has duly caused this report to be sngned on 1ts behalf by the undermgned thereunto du]y authorized.

i

Date: March 1, 2007

I

By /st JonathanW Avers

| IDEXX LABOR_ATORIES, INC. i
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" ‘Jonathan W, Ayers'
1

' [ ' RS

T Pres1dent and Chief Executwe Ofﬁcer

Pursuant to the requirements of the Secuntles.Exchange Act of 1934, this report has been 51gned below by
the following persons on behalf of the Reglstrant and in the capacities and on the;dates indicated: .. -
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Exhibit No.

3

3.2

4.3

10.11

10.2*-
10.3*

10.4*
10.3*

10.6'
107
10.8

10.9!

10.10
lo.ufl
10.12"
10.13

10.14°

10.15

10.161

. EXHIBIT INDEX

.t ra

Description

Restated Certificate of Incorporation of the Company, as amended (filed as Exhibit No. 3(i) to Quarterly
Report on Form 10-Q for the quarler ended June 30, 2006 File No. 0-l9271 and incorporated herein by
reference)

Amended and Restated By-Laws of the Company (ﬁ]ed as Exhibit No.'3.2 to Quarterly Report on Form
IO-Q for the quarter ended September 30, 2000, F:!e No 0-19271, a.nd mcorporated herem by reference)

o M

Instruments with respect to other long-term debt of the Company and its consolidated subsidiaries are
omitted pursuant to Item 601(b}(4)(iii) of Regulation S-K since the total amount authorized under each
such omitted instrument does not exceed 10 percent of the total assets of the Company,and its subsidiaries '
on a consolidated basis. The Company hereby agrees to furnish a copy of any such instrument to the
Securities and Exchange Commrssron upon request. ) ,

[ . \

1991 Stock Option Plan of the Company, as amended (filed herewuh)

U.S. Supply Agreement, effective as of October 16, 2003, between the Company and Ortho-Clinical
Diagnostics, Inc. (“Ortho”) (filed as Exhibit No. 10.7 to Annual Report on Form 10-K for the year ended
December 31, 2003, File No. 0-19271 (2003 Form 10-K™), and mcorpora‘ted herein by refeérence).

Amendment No. 1 to U.S. Supply Agreement effective as of January 1, 2005, between the Comipany and
Ortho (filed as Exhibit No. 10.1 to Quarterly Report on Form 10-Q for the quarter ended June 30, 2005
File No. 0 19271 (“June 2605 10-Q), and meorporated herein by reference)‘

las & a0

European Supply Agreement, effective as of October 17, 2003, between the Cornpany and Ortho {filed as
Exhibit No. 10.8 to 2003 Form 10-K, and incorporated herem by reference). :

Amendment No. 1 to European Supply Agreement effective as of January 1, 2005, between the Company
and Ortho (filed as Exhlblt No. 10.2 to June 2005 10-Q, and incorporated herem by reference)

1998 Stock Incéntive Plan of the Company, as amended (filed herewith), "
2000 Director Option Plan of the Company, as amended (filéd hetewith), © =+ °

Employment Agreement dated January 22, 2002, between the Company and Jonathan W. Ayers (filed as
Exhibit No. 10.13 to Annual Report on Form 10-K for the year ended December 31, 2001, File No. 0-
19271, and incorporated herein by reference).

Executive Employment Agreement dated January 1, 2007, between the Company arid Jonathan W. Ayers
(filed as Exhibit No. 10.1 to January 5, 2007 Form 8-K, File No 0-19271 (“January 5 2007 Form 8-K™},
"and incorporated herein by reference), . , .

. Letter Agreement dated August 12, 2003, between the Company and lellam C. Wallen (filed as Exhibit

No. 10.14 to 2603 Fonn 10-K, and 1ncorporated herem by referenee)

Executive Employment Agreement dated January 1, 2007, between the Company and William C. Wallen
(filed as Exhibit No. 10.2 to January 5, 2007 Form 8-K, and incorporated herein by reference).

Executive Employment Agreement dated January 1, 2007, between the Company and Merilee Raines
(filed as Exhibit No. 10.3 to January 5, 2007 Form 8-K, and incorporated herein by reference).

Executive Employment Agreement dated January 1, 2007, between the Company and Conan R. Deady
(filed as Exhibit No. 10.4 to January 5, 2007 Form 8-K, and incorporated herein by reference).

Form of Executive Employment Agreement dated January 1, 2007, between the Company and each of
Thomas J. Dupree, S. Sam Fratoni, PhD, Robert S. Hulsy, Irene C. Kerr, Ali Naqui, PhD, James F.
Polewaczyk, Quentin J, Torelli, PhD and Michael J. Williams (filed as Exhibit No. 10.5 to January 5, 2007
Form 8-K, and incorporated herein by reference).

Amendment, Release and Settlement Agreement dated as of September 12, 2002, among the Company,
IDEXX Europe B.V., and Ortho (filed as Exhibit No. 10.1 to Quarterly Report on Form 10-Q for the
quarter ended September 30, 2002, File No. 0-19271, and incorperated herein by reference).

Restated Director Deferred Compensation Plan (filed as Exhibit No. 10.1 to Current Report on Form 8-K
filed on February 28, 2006, File No. 0-19271 (“February 28, 2006 Form 8-K”), and incorporated herein by
reference).
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10.19

10.20"

1021t
10.22!
10.23

10.24}

“10.25

10.26

312

321
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Amendment No. | to Director Deferred Compen;ntlon Plan, as amended (filed as Exhibit No. 10.1 to
Quarterly Report on Form 10-Q for the quarter ended September 30, 2006, File No. 0-19271, and
incorperated herein by reference)

. 2003 Stock Incentive Plan, as amended (filed herewith).

;
Form of Stock Option z{’greement as amended pursuant to the 2003 Stoek Incentive Plan (filed as Exhibit
No. 10.3 to Quarterly Report on Form 10-Q for the quarter ended March 31, 2006, File'No. 0-19271
(“March 2006 Form 10- Q and incorporated herein by reference).

l997 Employee Stock Purchase Plan, as amended (filed as Exhibit No. 10.19 to Annual Report on Form
10-K for the year ended December 31,2004, File No. 0-19271, and incorporated herein by reference).

i
Restated Executive Deferred Compensat:on P!an as amended (filed as Exhibit No. 10.2 to February 28,

" 2006 Form 8-K, and mcorporated heréin by reference).

Form of Restricted Stock Untl Agreement (filed as Exhibit 10.22 to Annual Report on Form 10-K for the
year ended 2005, File No. 0 19271 (2005 Form 10-K"), and lncorporated herein by reference).

Purchase and Sale Agreement dated as of January 17, 2006, between the Company and CW Westbrook
Limited Parinership (filed as Exhibit 10.23 to 2005 Fonn 10-K, and incorporated herein by reference).

" 2006 Execittive Bonus Plan (ﬂled as Exhibit No. 10.2 fo March 2006 Form 10~ -Q, and incorporated herein
_ by reference). R L . .

Purchase and Sale Agreement among Osmetech plc, Osmetech Inc., Osmetech Technology Inc. and
Osmetech GmbH and IDEXX Sciences, Inc. and IDEXX Laboratones Inc. dated as of December 15, 2006
(filed as Exhibit No. 2.1 to Current Report on Form 8- l{ filed December 21, 2006, File No, 0-19271, and
incorporated herein by reference) ‘ Vg ey
Credit Agreement among the Company, as borrower, certain material subsidiaries of the Company, as
guarantors, JPMorgan Chase Bank, National Association, as admmlstratwe agent, and JPMorgan Chase’
Bank, National Assocmtton, Toronto Branch, as Toronto agent {filed as Exhibit No. 10.1 to Current Report
on Form 8-K filed January 31,2007, File No. 0-19271, and incorporated herein by reference).

i
Subsidiaries of the Comp_ar}y (filed herewith). o . ,
Consent of PrieewaterhoiséCoopers LLP (filed herewith). . .. _—

Certification by Chiéf Executwe Officer (filed herewrth)

L 1

. Centification by Corporate Vlce President, Chtef Financial Officer and Treasurer, (filed herew1th)

" Certification by Chief Executrve Officer pursuant to 18 U.5.C. Section 1350 as adopted pursuant to

Section 906 of the Sarbanes—Oxley Act of 2002 (filed hetewith). '

* Centification by Corporate Vlce Président, Chief Financial Officer and Treasurer pursuant to 18 U.S.C.

Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (filed herewith).
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Confidential treatment requested as to certain portions. )
-OTHEE I gd : ! .

Management contract or go?’npensatory' arrangement required to be filed as an exhibit pursuant to liem
15(a)(3) of Form 10-K.
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- REPORT OF IND’EEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

]
To the Board of Directors and Stoe_lkholders of IDEXX Laboratories, Inc.:
We have completed integrated audtts of IDEXX Laboratories, Inc.’s conselidated financial statements and of its
internal control over financial reportmg as of December 31, 2006, in accordance with the standards of the Public

Company Accounting Oversight Board {(United States). Our opinions, based on our audits, are presented below.

Consolidated financial statements

ey P b,

In our opinion, the consolidated ﬁnanc1a1 statements listed in the index appearing under Item 15(a)(1) present fairly,
in all material respects, the financial posmon of IDEXX Laboratories, Inc. and its subsidiaries at December 31, 2006
and 2005, and the results of their op'eratrons and their cash flows for each of the three years in the period ended
December 31, 2006 in conformity W;lth accounting principles generally accepted in the United States of America.
These financial statements are the responsrblhty of the Company’s management. Our responsibility is to express an
opinion on these financial statements based on our audits. We conducted our audits of these statements in
accordance with the standards of the Publlc Company, Accounting Oversight Board (United States). Those standards
require that we plan and perform the audlt to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audlt of financial statements includes exammmg, on a test basis, evidence
supporting the amounts and dlsclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management and evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable jbasrs for our opinion,

As discussed in Note 2(1} to the consolldated financial statements, the Company changed the manner in which it
accounts for share-based compensatror; in 2006.
I

Internal control over financial reportmg

Also, in our opinion, management 8 assessment included in the Report of Management on Internal Control Over
Financial Reporting appearing under Item 9A, that the Company maintained effective internal control over financial
reporting as of December 31, 2006 based on criteria established in Internal Control - lntegrated Framework issued
by the Committee of Sponsormg Orgamzatlons of the Treadway Commission (CQOSQ), is fairly stated, in all
material respects, based on those criteria. Furthermore, in our opinion, the Company maintained, in all material
respects, effective internal control overl financial reporting as of December 31, 2006, based on criteria established in
Internal Control - Integrated Framework issued by the COSO. The Company’s management is responsible for
maintaining effective internal control, over financial reporting and for its assessment of the effectiveness of internal
control over financial reporting. Our responsrbrllty is to express opinions on management’s assessment and on the
effectiveness of the Company’s mtemal control over financial reporting based on our audit. We conducted our audit
of internal control over financial reportmg in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether effective mtemal control over financial reporting was maintained in all materiat respects.
An audit of internat control over ﬁnancral reporting includes obtaining an understanding of internal control over
financial reporting, evaluating managernent s assessment, testing and evaluating the design and operating
effectiveness of internal control, and performmg such other procedures as we consider necessary in the
circumstances. We believe that our audlt provides a reasonable basis for our opinions.

A company’s internal control over ﬁnanmal reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reportmg and the preparation of financial statements for external purposes in
accordance with generally accepted accountmg principles. A company’s internal control over financial reporting
includes those policies and proceduresI that (i) pertain to the maintenance of records that, in reasonabie detail,
accurately and fairly reflect the transacl:ttons and dispositions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting prmcrples and that receipts and expenditures of the company are being made
only in accordance with authonzatlons: of management and directors of the company; and {iii) provide reasonable
assurance regarding prevention or t1rnely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect]on the financial statements.
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Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effettiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may

|

deteriorate.

.

.

/s PRICEWATERHOUSECOOPERS LLP _ .

Boston, Massachusetts

March 1,2007  ° - _ Co “
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IDEXX LABORATORIES, INC, AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS . . . .
- (in thousands, except per share amounts) | '

December 31,
e o N o 2006 2005
[ _ASseTs  _ - e
Current Assets: A — e e e
[ "Cash and cash equivalents | . S ¥ T 2 YA ) I
_Short-term investments | S ——a 35000 . . 65380
L ___Accounts rcccwable. less ¢ rescrvcs ves of $1, 783 and $],22_1 in 2006 and 2005 respectively 81,389 T, 688_-1
[_nvqmones l vﬁ_ﬂ__ww_i i _ 95,996 69,389
[ Deferred income tax assets . ¥y . T T iesBa T 1378 ]
Other current assets I 11,328 11679
f Tolal current assets - E N _ 302,263 __ 299,245 j
Property and Equipment, at Cost il L
[ Landand mprovemcnls B I - 6,062 1,570 ]
Buildings and improvements i1 . 750,105 7,457
T Leasehold improvements _____ Y . P OV D 7 .
Machinery and equipment __ ¥ L 72,146 58,126
(" Office furniture and equipment T L o 43,632 35978 |
Construction in progress | _ 8,139 5,001
- R ) S o _191,538 192,777}
_Less: accumulatcd deprectatlon and amortlmtlon‘ o e i 91,910 77,080 I
o . _ 99,628 65,697 _, I
“Other Noncurrent Assets: 1 4 o . .
[~ Goodwill ___ X e T ioags o 88127
“Other 1ntanglhle assets, net et of accumulated amomumon of $15,357 and $9,874 for 2006 43,353 30,619
____and 2005, respectively . e e e,
| _Other noncurrent assets, net__ 1 F__ - e 9,490 6,088 |
I e e 157,669 125,734
« ____ TOTALASSETS__ __ y . DR | 559,560 _ § 490,676 |
. LIABILITIES AND ! STOCKHOLDERS’ EQU‘[TY — o
{Current Liabilities:__ e e -
Accountspayable L__ﬁ__v 2 824374 5 19842
[ Accruedexpenses o ] ) . 219220 T T TTTUILs6
Accrued employee ‘compensatmn and related expenses e o 33368 ,_2.7 5_5_0____
[ TAccruedtaxes e . e lBA6s 19,960,
Accrued markqtmg and customer programs__ I T -0 ¥ N LY 1
T Warranty reserves_ T 'y - - 1,784 2,191 5
 Curent povion of I G i . e _5S1_
Deferred revenue - % o __ 8976 _ 7965}
T_o_t&_ll urrent Ilablhtxcs e I 124,743 106,566
tLong-term 1 Llab:imes o e E-— e e )
Defcn_g‘i‘_lqc_omc tax llabllmes ] o - i . 546026
(" Long-ferm debt, net of current portion___ 51 _ 6447 -
_ Warranty reserves e ? ‘- e Mo4 968
[ Dieferred revenue T‘_ 1 t“’ T TR T TiR06
Other lung-term hablhtlgg____ 1 E“-*-‘*—“ e 4,327 -
! " Toal long-term liabilities __:{: i . - 24,956 14,860 -
Commitments and Contingencies (Note 11} t
{Partner's interest in Conso]ldatcd Subsidiary __ E: ____;—_—F______ ;.__.:_ _ T 300
Stockholders’ Equity: PR s m
[ ‘Common stock, $0.10 par “value: Authorized 60,000; lssued 4,662 4594 .
46,621 and 45,938 in 2006 and 2005, respectively YL L . e
Additional paid-in capital |3 e " 479, 993 437394
E_Dcfcmd stock unils: : Outsianding: 31 and 25 units in 2006, and 2005, respcctwcly L 1,852 T T 1,316 ]
Retained camings iy T 4%0614 T 396, 936
[ Accumulated other comprehensive income T f - T ose6 T 866
Treasury stock, at cost: 15,456 and 14,118 in 2006 and 2008, respectwe]y o (577, 826) . (472 096)
[ Total stockholders’ equity 5 o 400.861 365,010 |
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 559,560 § - 490,676
The accompanying notes are an integral part of these consolidated financial statements.
' F-4
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IDEXX LABO

-

CONSOLIDATED STATEMENTS OF INCOME
{(in thousands, except per share amounts)

For the Years Ended December 31,

0 ¥ ro (o " - -
et et Bt o 2006 ;.. _ 2005 2004
‘Revenue; . . - 3 .
Product revenue T ) o5 525352 § 460495 8§ 411,748
Service revenue i ) o 213,765 177,600 137,433
' . o . 739,117 _ 638,005 549,181
‘Cost of revenue; 7 B . - o e e
Cost of product revenue ) 215,314 194,252 174,618
Cost of service revenue ) o 144,274 120,943 95,546
i . ] 359,588 315,195 270,164
Gross profit_ o 379,529 322,900 279,017
_Expenses: ) ) o L 7
Sales and marketing ) . N 115,882 - 101,990 85,710,
. General and administrative 82,097 . 64,631 49,870
Research and development 53,617 40,948 35,402
_ Income from operations 127933 115,331 (108,035
Interest expense (462) T (96) ., __(155)
Interest income R . . 3,279 3,237 3,223
income before provisions, for income taxes and partner’s interest 130,750 . 118,472 111,103
Provision for income taxes . o 37224 ;0 40,670 33,165 .
Partner’s interest in loss of subsidiary (152) (452) (394}
Net income $ 93,678 $ 78,254 $ 78,332
Earnings per share: . ) L
Basic i L ) N 3 2.98 $ 241§ 2.29
Diluted . $ 2.84 $ 2.30 $ 2.19.
Weighted average shares outstanding: » ) B L
Basic 31,433 32,521 34,214
Diluted 32,954 34,055 35,800

The accompanying notes are an integral part of these consolidated financial statemenis.
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IDEXX LABORATORIES INC. AND SUBSIDIARIES

LR 2

J' -+

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
. (in thousands excep! per share amounts) .

. o
‘ ! Accumulated
Common Stock i % Additional Other Total
o = -Number of 5010 i Paid-in Deferred Retained Comprehensive Treasury  Stockholders’
- Shares Par Value | 3 Capital Stock Units Earnings _ Income (Loss) Stock Equity
‘Balance Januaryl 2004 T _ 44390 5 _4,932;5 383,249 'S . 138 % 240,350 § 4565 % (219449) §_ 413292
Corn.prchenswe income (loss) U I . e B S
" Net income _ LT T vt SRS R : * - > S I 78332
" Unrealized loss on investments, net , ?\ '[ ' ¢’ .
_ of tax of $57 e IO ez ®)_ .- ..
" Unrealized gain on foreign currency ;% )
. forward contracts, net of tax k_}
. of$24 o ) - ey - R 1 N . 178
Translation adjustment - - - o - - 6,647 - 6,647
' Total comprehensive income e ) ‘{;_J I R L .- 85,068
‘Purchase of treasury stock - ) T i A - - - ’ - - {128,814) (128,814
"Common stock issued undeér . - - A}l; T T T I
, employee stock option and T
purchase plans, including excess ‘{'h . .
. tax benefit _ - ) 827 33?11 27,568 - - . (s 27,587
Tssuance of deferred stock tnits_° - ¢ - 527 - - - 527
‘Balance December 31, 2004 45217 _ 4522_ ‘ __ 410817 665 318,682, 11,301 (348,327) 397,660
} ‘ A
Comprehensive income (loss) } t ‘ . 3 o o o _ o
- Netincome _ e o ! i L R - 78,254 T - 78254
Unrealized gam on lnvcstmcms nct ’ I R
_..of tax of §15 e - #________ - e - o a - 3
Unrealized gain on forelgn currcncy o
i forward contracts, net of tax of v
$1,703 ) ~ ) - . 3405 - 3,403
Translatlon adjustment e . L o R - - (13 861 ) - 13,861
Tolal comprchcnswe mcome - . ;f'l T T e ~ ~ 67,819,
"Purchase of treasury stock _ - EN T ) - T 769) " (123,769
Cotmmon stock issued under Th
employee stock option and oy - ) b
purchase plans, including excess g :
. tax benefit ) 721 72} 26,577 _ - - - - 26,649
Issuance of deferred stock units - -1 3 651 - - - 651
‘Balance December 31, 2005 45,938 459‘? Lo 431394 316 396,936 866 (472,096) 369,010
Comprehenswe income (loss): E f_ N i _ e
. Netincome - R - T 5361 _ _ . . - - 93,678
Unrealized gain on 1
_ investments, net of tax of $29 - L -l ?_ _ RS L ) - 46 - ) 46
. Unrealized loss on foreign currency 1k
i' forward contracts, net of tax of "E
L %942 - . S R - SR ¢ 1.1 X 3 S - (1,873
Translation adjustment - - _ -j i . - - _ 1,527 - 11,527
[ Total comprehensive income - -l - L I 103,378
Purchaseoftreasurystock ] - Sy - _ - - - qos730y (105,730
rCommon stock issued under 1 ¢
i employee stock option and 1{ i
| purchase plans, including excess 3,
| tax benefit 681 68y 3962 _ . - . o= _.. . .- - 32,030
Common stock issued under I
employee restricted and deferred !
stock plans 7 2 RN Rbx oy - . -
Issuance of deferred stock units oy - 659 - ot .t . 659
‘Share-based compensation z ¢
_. costrecognized - - ] 10,514 - - - - 10,514
'Balance December 31, 2006_ 46,621 $ 4,662 1§ 479993 § 1,852 § 490,614 § 10,566 _ % (577.826) § 409,861

y

}
The accompanying notes are an integral part of these consolidated financial statements.

[ ————— L S
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IDEXX LABORATORIES, INC. AND SUBSIDIARIES

CONSOL]DATED STATEMENTS OF CASH FLOWS

(in thousands) R ol
Lo L L ) For the Years Ended December 31, !l
' L U ‘ ST 2006 CTwes 004
H v . ) [N ' ot [
‘Cash Flows from-Operating A Achwnes _7., o T.' T : S e !
Net income e, L ' o 8. - 93678 8 . 78254 .8 78332, ¢
Adjustmcms to reconcile net mcome to net cash pmwded by operatmg activities: , . O,
Depremanon and amortization R ) 29 816 24369 18427 |
_Write-down of non-current assets . . . - T3s0 T T T T !
. Partner’s interest in loss of subSIdlary o o ) R (152) (452) _ (394) |‘
_ Provision for (recovery of) uncollectible accourns,_*_ _ . " 1070 o . 121 (294) !
- Prows:on for (benefit of) deferred income taxes L {6,135) (4 477y 4,599
. Share based compensano_n expense S . 10,842 L 14 L1135 |
. Tax beneﬁl from exercises of stock options o (9,407) 7.808 - ! 8,211
_Changes in assets and liabilities, net of acquisitions and disposals o : o f\
 Accounts recewablc‘ Toaa e a0 g v b (6583),, . (9,300}, | (5,162} !|
Codmemories T T ot Tt esenw) el T Tase |
) Otherassets o _ ‘ : e _l._S_S__A e £2244) L. (26}
L Aweuntspayable T TTET TTTyEs T T T g0 T Beny |
7 7" Accrued ligbitities - T 17,882 ve 10,184 (5442) 1
1 . Deferredrevenue  _ T T (366) (229) 2,026
Net cash provided by opcratmg acuvmes L 109,826 116,552 95,379 .
Cash Flows_fgpm Investing Activities: o o oo A oo
_Purchase of short- and Iong-tqrm investments o L, 8|0) ... {63619y __ (37114)
" "Sales and maturities of shori- and long-term investrments” ST 110,465 107,880 86,010 °
Purchase ofproperty and equipment ot '._k[, 7 IR (32,331 ) (24, 199) (29, 065) ”
" Purchase of land and buildings___ ~_ . s et e e o m {12 084) e T e o e ‘__'_ \
Net proceeds f'rom sale of land and bulldlngs e ey e o et T e 2 751 ]
, Acqmsmon ofequlpmem ]eased lo cuslomers . ' o . T B (1,720) ’ (2 615) (2,640) .
Acquisition of intangible assets and busmesses net of cash acquu‘ed _" al --(25,220) - (7,604) T '4(53,942)
+ Net cash provided by {used in) investing activities S VR (40 700) - 12,594 | (36,751 )iii
Cash Flows from Financing Activities: , | .-« 0 L oL o _)’J_JJ‘“
_ Payment of long-term dep;___a_vw ot et e = ey e e Tt e 4ok oot (877) . (2 OST)A e .., (356)
_ Purchase oftreasury stock — A (]05 711 ) _(123 762)‘ __..azsieny .
Procccds from the exerCIses of stock options -~ D 20, 922 .,..r.—, 8,841 ) _l?,}?ﬁ' ';J|
- Tax beneft from exercises ofstock options . . ' oo 940'}_ i -t ey
: Net cash used in ﬂnancmg actwmcs L - R . (76,259) ) (1_0_6,9_85) (110,171 ),
Net effcct of exchange rates on cash L o 1,648 (2,166) 1,757 |
‘Net increase (decrease) in cash and cash ¢ cquwalems . e (5,485} . 19,995 . ‘(49,'._75_3_6)}|
Cash and cash eqmvalcnls at begmmng of year_ _ 67,151 47,156 ™ 96942 |
‘Cash and cash equlva!enls at end ofyear i - L ) $ 61666 § 67,151 § 47,156 ]\
Supplc,men!al,Dl_sclqsur':.qua.sh.El,o_w*l[l_l_‘érﬁzasiqif; S U S S |
- Imerest paid | e S T T T 458 § 40 .3 33
. Income taxes pald et e e e -y e $ 36,100 % 34, 346 .3 25,862
‘Supplemental Disclosure of Non-Cash Information: oo o
Market value of common shares received from employecs in connecuon with ) !
share-based compensation-see Note 13~ . o ' 8 ‘18§ RS T 64 J‘
Receivable for purchase price adjustment of business acquisitions, 3 - 8 22 3 500 |
. Consideration payable for aequisitions__ _____ _ __ _ _ _ § 3850 % - 3 1000 |
. 1|
The accompanying notes are an integral par! of these consolidated financial statements. !
|
1
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IDEXX LABORATORIES, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
. 4 - L B T L B

NOTE1 NATURE OF BUSINESS | |

We déve]_op, manufacture and distribute products and provide services for the veterinary and the food and
water testing markets. During the year enc}ed December 31, 2006, we operated primarily through three reportable
segments: products and services for the veterinary market, which is referred to as the Companion Animal Group
(“CAG™), water quality products (“Water?} and products for production animal health, which is referred to as the
Production Animal Segment (“PAS™). Our products and services are sold worldwide. See Note 16 for additional
information regarding our reportable operéting segments, products and services, and geographical areas. . .

r

. ' )
NOTE2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
. i {i P

i
(a)  Consolidation . ‘ ?

The accompanying consolidated fu{ancial statements include the accounts of IDEXX Laboratories, Inc. and
our wholly-owned and majority-owned sut?sédiaries, and all other entities in which we have a variable interest and
are determined to be the primary beneficiary. All material intercompany transactions and balances have been
eliminated in consolidation. ‘ can h

)’ Estimates !

The preparation of these ﬁnancial:_s':atements in accordance with accounting principles. generally accepted
in the United States of America requires us" tE; make estimates and judgments that affect the reported amounts of
assets, liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. On an ongoing
basis, we evaluate these estimates, includirfg those related to bad debts; goodwill and other intangible assets; income
taxes; inventory; investments; revenue recognition, including customer programs and incentives, product returns,
and multiple element arrangements; share-t;zafsed compensation; warranty teserves; and contingencies. We accrue
contingent liabilities when it is probable that ilfuture expenditures will be made and such expenditures can reasonably
be estimated. We base our estimates on historical experience and on various other assumptions that we believe to be
reasonable under the circumstances, the results of which form the basis for making judgments about the carrying
values of assets and liabilities that are not réaf‘dily apparent from other sources. Actual results may differ from these
estimates. ' ' l : '

u

!

{©) Inventories

Inventories include material, ]abor-apd overhead, and are stated at the lower of cost (first-in, first-out} or
market. We write down inventory for estim_'fxtsad obsolescence when warranted by estimates of future demand and
market conditions. If actual market conditiqn§ are less favorable than those we estimated, additional inventory write-
downs may be required, which would have a pegative effect on results of operations. o

{ .
. . i N
The components of inventories are,as follows (in thousands}:

December 31, . )
2006 2005

- pmp—i—

'Raw materials e e e 3RS 22510,
Work-in-process 1 13,804 10,583
"Finished goods l . 48,993 36,269

95,996 § 69,369

B it
o

(d) Property and Equipment

Property and equipment are stated at Zcost, net of accumulated depreciation and amoftization. When an item
is sold or retired, the cost and related accumulated depreciation is relieved, and the resulting gain or loss, if any, is
recognized in the statement of income, We ﬁr(;vide for depreciation and amortization primarily using the straight-
line method by charges to income in amounts ihat allocate the cost of property and equipment over their estimated
useful lives as follows: " -
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Asset Classification Estimated Useful Life . |

Land 1mpmvementsv:" T T T T T 1S years. _:::—;:__‘__ - c
Bulldmgs and improvements_ e 3240 years - b :

g Leasehold | improvements ;—: ) N P - o Shorter of life of oflea.se ot useful lrf'ea____j , f o
Machinery and equipment "~ " 7" " T o Syeas "
I"Office, Furmture and equtpment e = e — _,____3 =7 YRS - i

'We recorded dcprecnatlon expense of $21.6 m1llton £17.8 rrulllon and $14.7 million for the years ended '|

December3l 2006 2005 and 2004 respect:vely - ‘

[ . a e ! v v i

(e) Goodwill and Other Intangible Assets

A significant portion of the purchase prices of our business acquisitions is assigned to intangible assets.
Intangible assets other than goodwill are initially valued at the lesser of fair value or, if applicable, fair value '
propomonately reduced by the excess of the fair value of acquired net asséts over cost; (collectlvely, “fair value”™)
when acquired. If a market value is not readily available; the fair value of the intangible asset is. estimated based on'’ "
discounted cash flows using market partrcnpant assumptions. Goodw1ll is 1nmally valued based on the excess of the

purchase price ofa business combmanon over the fair values of acqulred net assets bt T
: ] K T Lt
e 4o

We provide for amortization using the straight-line and accelerated methods by charges to mcome m
amounts that allocate the 1ntang1ble assets over then' estimated useful hves as follows

t

Estimated Cl
Asset Classification Useful Life

e L - : J . : ;
|Palents o e 1Syears -~

Other product rights__ e e SZ\Syears
l_ Customer-relaled intangible : assets 515 years
2-10 yeats .

Other, pnma.nly noncompete agreements

We assess the impairment of identifiable intangible assets and other long-lived assets whenever events or |
changes in circumstances indicate that the carrying value may not be recoverable. Factors we consider important that *
could trigger an impairment review include, but are not limited to, the following: i

e Significant under-performance relative to historical or projected future operating results;

¢  Failures to obtam regulatory approval of certain products; Co

‘ . n

. Sngmﬁcantchanges in regulations; L o L

. Slgmﬁcant changes in the manner of our use of the acqulred assets or the strategy for Our overall
business;’ : ! . :
. _ o,

- v 1

. Signiﬁcant increase in the discount rate assumed to calculate the present value of future cash flow; |

' . Stgmﬁcant negative mdustry or economlc trends , o . ' o ‘ T
e Significant advancements or changes in technology, and '

o Cancellation or signif_icant qhanges in contractual relationships.' - Y y . -

We continually assess the reallzabrllty of 1ntang1ble assets other than goodwnll in accordance with
Statement of Financial Accounting Standards (“SFAS™) No. 144, “Accountmg for the Impalrment or Disposal of
Long -Lived Assets” (“SFAS No. 144™). If an impairment review is triggered, we evaluate the carrying value of
long-lived assets by determining if i 1mpa1rment exists based on estimated undiscounted future cash flows over the
remaining useful life of the assets and comparing that value to the carrying value of the assets. If the carrying value .
of the asset is greater than the estimated future cash flows, the asset is written down to its estimated fair value, In
determining expected future cash flows, assets are grouped at the lowest level for which cash flows are identifiable l|
and independent of cash flows from other asset groups. The cash flow estimates that are used contain cur best

estimates, using appropriate and customary assumptions and projections at the time.
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We assess goodwdl for 1mpa1rment annually and whenever events or circumstances indicate an impairment
may exist, in accordance with SFAS No. 142 “Goodwill and Other Intangible Assets” (“SFAS No. 1427}, For
impairment testing, we identify our repomng units, allocate assets and liabilities (including goodwill) to the
reporting units and compare the reporting iumts net book value to their estimated fair value: The fair value of the
reporting units is estimated using a dlSCOll{lted cash flow approach. The cash flow estimates used contain our best
estimates, using appropriate and customary assumptions and projections at the time. If a reporting unit’s net book
value exceeds its fair value, then the 1mpl1ed fair value of goodwill is determined. If the net book value of goodwill
exceeds the implied fair value of goodwill, a goodwill impairment loss is recognized in an amount equal to that
excess. No impairment has been identified as a result of the annual or event-driven reviews during the years ended
December 31, 2006, 2005 or 2004. !

P . | v ty

(fH Warranty Reserves ,

. We prov:de for the estimated cost 3f product warramles in cost of product 1 revenue at the time revenue is
recogmzed based on the estimated cost to repalr the instrument over its warranty period. Cost of revenue reflects not
only estimated warranty expense for the S);stems sold in the current period, but also any changes in estimated
warranty expense for the installed base that }esults from our quarterly evaluatlon of service experience. Our actual
warranty obligation is affected by product | fallure rates and service costs incurred in ‘correcting product failures.
Should actual product failure rates or serv1ce costs differ from our estimates, which are based on historical data,
revisions to the estimated warranty llﬂbl]lty would be required. Following is a summary of changes in accrued
warranty reserve for products seld to customéers for the years ended December 31, 2006 and 2005, respectively (in
thousands):

For the Years Ended December 31,

2006 2005

Balance, beginning of year {i ) 3,159 L 3,679

Provision for warranty expense i . o 1,625 i 2,479
Provision for change in estimate of prior warranty expense o (474) (276}
Settlement of warranty liability it o (2332) @.723)
Balance,end Of YEAr . _o._ __ o B hei b atiee o e e e aae BT 3159
. Longstermportion . . 4L oLl e oo 194 968

'Current portion of warranty reserves _ § S $ 1,784 3 2,191

(&) Income Taxes

We account for income taxes under SFAS No. 109, “Accounting for Income Taxes.” This statement
requires that we recognize a current tax |t3blllty or asset for current taxes payable or refundable, respectively, and a
deferred tax liability or asset, as the case may be, for the estimated future tax effects of temporary differences
between book and tax treatment of assets and liabilities and carryforwards to the extent they are realizable. We
record a valuation allowance to reduce our deferred tax assets to the amount that is more likely than not to be
realized. While we consider future taxable i mcome and ongoing prudent and feasible tax planning strategies in
assessing the need for a valuation allowance in the event we were to determine that we would be able to realize our
deferred tax assets in the future in excess of the net reeorded amount, an adjustment to the deferred tax asset would
increase income in the period such deterrmr‘lanon was made. Likewise, should we determine that we would not be
able to realize all or part of our-net deferred{tax asset in the future,-an adjustment to the deferred tax asset would be
charged to income in the period such determination was made. Significant judgment is required in determmmg our
worldwide provision for income taxes and Sur income tax filings are regularly under audit by tax authorities. We
periodically assess our exposures related to ionr worldwide provision for income taxes and believe that we have
appropriately accrued taxes for eontmgencnes Any reduction of thése contingent liabilities or additional assessment
would increase or decrease income, respect:ve]y, in the period such determination was made. Interest expense. and’
penalt:es associated with the underpayment ,of income taxes are included in income tax expense See Note 9 for
additional mformatlon regarding i income taﬁes. T '
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customers. We report these taxes on a net basis and do not include these tax amounts in revenue or costs of sales.

(i) . Revenue Recognition . - : . -
o ‘ ‘ . . |

delivery has occurred or services have been rendered, (iii) the sales price is fixed or determinable, and (iv) |
collectibility is reasonably assured. . ' ; : ,
|4

(h) Sales and Value Added Taxes

We calculate, collect from our customers, and remit to governmental authorities sales, value added and
excise taxes assessed by governmental authorities in connection with revenue-producing transactions with our

i . . . ., N y
. ;|

. We recognize revenue when four criteria are met: (i) persuasive evidence that an arrangement exists, (i) ,

»  We recognize revenue at the time of shipment to distributors for substantially all products sold through
distributors as title and risk of loss pass to these customers on delivery to the common carrier. Our i
distributors do not have the right to return products. We recognize revenue for the remainder of our + -
customers when the product is delivered to the customer except as noted below. -

s We recognize revenue from the sales of instruments, noncqncelable software licenses and hardware
systems upon installation (and completion of training if applicable) and the customer’s acceptance of  f
" the instrument or system because at this time we have no significant further obligations. |

e  We recognize service revenue at the time the service is performed.

: ' . . . , . R ' ,

*  We recognize revenue associated with extended maintenance agreements over the life of the contracts.
Amounts collected in advance of revenue recognition are recorded as a current or long-term liability q
based on the time from the balance sheet date to the future date of revenue recognition.

s We recognize revenue on certain instrument systems under rental programs over the life of the rentat |
agreement. Amounts collected in advance of revenue recognition are recorded as a current or long-term .
liability based on the time from the balance sheet date to the future date of revenue recognition. |
Certain diagnostic instruments and practice information management systems offered for sale may include
software that is considered more than inciderital to the utility and value of the product. Sales arrangements may :
provide for software update rights or postcontract customer support Judgment is requlred to determine whether ‘
sales arrangements include multiplé elements,

When multiple products and/or services are sold together, we generally allocate the total consideration ;
received amongst the elements based on their relative fair values, which is determined by amounts charged '
separately for the delivered and undelivered elements to other customers. When there is objective and reliable
evidence of the fair value of the undelivered elements but no such evidence for the delivered elements, the fair value
of the undelivered elements is deferred and the residual fevenue is allocated to the delivered elements. The dellvered
elements are recognized as revenue when appropriate under the policies described above. If there is not sufficient
evidence of the fair value of the undelivered elements, no revenue is allocated to the delivered elements and the total !
consideration received is deferred until delivery of those elements for which objective and reliable evidence of the
fair value-i is not available. Shipping costs rermbursed by the customer are mcluded in revenue.

o

We record estimated reductions to revenue in connection with customer programs and incentive offerings, -
which may give customers credits, award points, or trade-in rights. Awards points may be applied to trade . ;
receivables owed to us and/or toward future purchase of our products and services. We estimate these reductions
based on our experienice with similar customer programs in prior years. Revenue reductions are recorded on a
quarterly basis based on issuance of credits, points actually awarded and estimates of points to be awarded in the .
future based on current revenue. For the SNAP Up the Savmgs -prograin, estimates of future points are revised "
quarterly and ﬁnahzed annually in the third quarter of each year upon the issuance of points to customers, For our
Practice Developer ™ volume discount program, we have reduced revenue assuming all points granted will resuit in
future credits because the historical forfeitures have been de minimus. On November 30 of each year, unused points !

awarded before January 1 of the prior year expire.

F-11




s

PT——
e AT e

We may offer customers the nght to trade in instruments for credit against the purchase price of other
instruments acquired in the future, For trz}de in rights, we have reduced revenue using estimates regardmg the
percentage of quahfymg instruments that will be traded in and the average trade-in value.

We recognize revenue on]y in those situations where collection from the customer is reascnably assured.
We maintain allowances for doubtful accodnts for estimated losses resulting from the inability of our customers to
make required payments. We base our estlmates on detailed analysis of specific customer situations and a
percentage of our accounts receivable by agmg category. If the financial condition of our customers were to
deteriorate, resulting in an impairment of thelr ability'to make payment additional allowances might be rcqulred
. & 4 II' -
)] - Research and Development and Software Development Costs

- Research and Development costs are expensed as incurred.- In accordance with SFAS No. 86, “Accounting
for the Costs of Computer Software to be Sold Leased or Otherwise Marketed” (“SFAS No. 86™), we evaluate our
software research and development costs for capitalization after the technological feasibility of software and
products containing software has been estabhshed No software development costs have been capitalized by us
because costs eligible for capitalization under SFAS No. 86 have been insignificant. Research and development
expenses consist of salarles employee bcne{lts matenals and consultmg costs.

k) Advertising Costs oy ' ' e

Advertising costs, which are recogmzed as sales and marketing expense in the period in Wthh they are
incurred, were $1.5 million, Sl 5 mllhon and $1.0 million for the years ended December 31 2006 2005 and 2004,
respectively. ' 4 b ' ‘

! : :
£

1

t)] Share-Based Compensation

In December 2004 the Financial Accountmg Standards Board (“FASB”) issued SFAS No. 123(R), “Share-
Based Payment” (“SFAS No. 123(R)y™, wl}lch is a revision of SFAS No. 123, “Accounting for Stock-Based
Compensation™ and SFAS No. 148, “Accountmg for Stock-Based Compensation—Transition and Disclosure—An
Amendment of FASB No. 123" (collectlvely, “SFAS No. 123, as Amended”) and supersedes Accounting Principles
Board Opinion No. 25, “Accounting for Stock Issued to Employees” {(“APB No. 25™). During 2005 and 2006, the
FASB also issued Staff Positions No. FAS 123(R)-l -2,-3, -4, -5 and -6 to provide application gu1dance related to
SFAS No. 123(R). l

.
[

SFAS No. 123(R) requires all share%based compensanon to employees, 1nclud1ng grants of stock options, to
be valued at fair value on the date of grant, 'and to be expensed aver the requisite service period (generally the
vesting period). Prior to January 1, 2006, vde measured costs related to employee share-based compensation plans in
accordance with APB No. 25. Accordmglyl no employee compensanon cost was recogmzed for these plans prior to
January 1, 2006. } o

We adopted the provnsmns of SFAS No 123(R) on January l 2006 and elected the modified prospcctlve
method of transition to the fair-value- based method of accounting for stock-based employee compensation
prescnbed by SFAS No. 123(R). Effective January 1, 2006, under the modified prospectwe method, share-based
compensation expense includes expense for unvested awards at December 31, 2005 and all awards granted
subsequent to December 31, 20035, Share—based compensation expense for the unvested awards outstanding at
December 31, 2005 is based on the grant—date fair value previously calculated in developing the pro forma
disclosures in accordance with the prowsmns 'of SFAS No. 123, as Amended.

In connection w1th the adoptlon of: SFAS 123(R), we adopted the straight-line method to prospectively
expense share-based awards granted subsequent to December 31, 2005. The graded-vesting, or accelerated, method
has been used to record the expense for stock | optlons granted prior to January 1, 2006. '

Beginning in 2006 we modtﬁed our{share-based employee compensatlon programs to sh1ﬁ from the grant
of stock options and employee stock purchase rights only to the grant of a mix of restricted stock units and stock
options, along with employee stock purchase nghts There were no modifications to the terms of outstanding options
during 2006 or 2005.
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We issue new shares of common stock to satisfy option and employee stock purchase right exercises and to
settle restricted stock units and deferred stock units. At December 31, 2006, a remaining total of 797,000 shares of
common stock was authorized by our shareholders and was available for future grants of share-based compensation.

{m) Foreign Currency Translation-

[ -

Assets and liabilities of our foreign subsidiaries are translated using the exchangé rate in effect at the .
balance sheet date. Revenue and expense accounts are translated using a weighted average of exchange rates in
effect during the period. Cumulative translation gains and losses are shown in the accompanying consolidated |
balance sheets as a separate component of accumulated other comprehensive income (loss). Exchange gains and }‘
losses arising from transactions denominated in foreign currencies other than our subsidiaries’ respective functional
currencies are included in operating expenses. Included in general and administrative expenses are aggregate foreign
exchange currency transaction gains of $0.8 million, losses of $0.8 million, and gains of $0.4 mllhon for the years
ended December 31, 2006, 2005 and 2004, respectively. Additionally, for the year ended December 31, 2005, a
cumulative translation loss of $0.5 million was transferred from accumulated other comprehensive income and
included in general and administrative expenses as a result of the closure of our Sweden-based operation and the i
associated centralization of our European production animal diagnostics operations products manufacturing in
Switzerland. Co . _ L, . v e .. B S T

. . . VL . . ' . . i PO - VoL Yo,

(n) . Derivative Instruments and Hedging .. - | P R O

We follow SFAS No. 133 “Accounting for Denvanve Instrumnents and Hedgmg Actmtlcs as amended by
SFAS No. 137, “Accounting for Derivative Instruments and Hedging Activities—Deferral of the Effective Date of '
SFAS No. 133" and SFAS No. 138, “Accounting for Certain Derivative Instruments and Hedging Activities—An
Amendment of SFAS No. 133" (“SFAS No. 133, as Amended”). SFAS No. 133, as Amended requires that all
derivatives, including forward currency exchange contracts, be recognized on the balance sheet at fair value. '
Derivatives that are not hedges must be recorded at fair value through earnings. If a derivative is a hedge, dependmg ,
on the nature of the hedge, changes in the fair value of the derivative are either offset against the change in fair value ;
of the hedged item through earnings or recognized in other comprehensive income until the hedged item is. ‘
recognized in earnings. We immediately record in earnings the extent to which a hedge is not effecnve in BChICVlIng .
offsemng changes in fair value. |, .. S o P I '

. ‘ ' ' ' . y ¢ !
The primary purpose of our forelgn currency hedgmg activities is to protect agamst the volanhty assoc1ated
with foreign currency transactions. We also utilize some natural hedges to mitigate our transaction and commitment |
exposures. We enter into exchange contracts with large multinational financial institutions and we donot holdor -
engage in transactions involving derivative instruments for purposes other than risk management. Qur accounting
policies for these contracts are based on our designation of,such instruments as hedging transactions. Market gains |
and losses are deferred in prepaid expenses or accruals, as appropriate, until the contract matures, which is the.
period when the related obligation is settled.,Our subsidiaries enter into foreign currency exchange contracts to .,
minimize the impact of foreign currency fluctuations associated with their anticipated intercompany mventory
purchases for the next twelve months, From time to time, we may also enter into foreign currency exchange .
contracts to minimize the impact of foreign currency fluctuations associated with specific, significant transactions. . i
We enter into currency exchange contracts for amounts that are less than the full value of forecasted intercompany .-
sales and for amounts that are equivalent to, or less than, other specific, significant transactions, thus no significant |
ineffectiveness has resulted or.been recorded through the statements oflincome. e ;
' BN " LI |
In addition to hedges for anticipated 2007 intercompany inventory purchases, we had a foreign currency

exchange contract outstanding at December 31, 2006 to hedge the repayment by our Canadian subsidiary of an
intercompany loan denominated in U.S. Dollars that the subsidiary used to fund the acquisition of a veterinary
reference laboratory business, which had a U.S dollar equivalent of $11.2 million at December 31, 2006. This
contract expires on February 28, 2007, at which time the intercompany loan will be repaid using funds borrowed
under our credit facility. At December 31, 2006, we recorded $2.0 million in unrealized losses through accumulated:
other comprehensive loss from foreign exchange contracts with 2007 expiration dates. At December 31, 2005, we |
recorded $0.8 million in unrealized gains through accumulated other comprehensive income from foreign exchange
contracts with 2006 expiration dates. The foreign currency contracts, which extend through December 31, 2007 and,

2006, respectively, consisted of the following (in thousands): 1‘
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Currency Sold, - ; b, - . . U.S. Dollar Equivalent
o o ot - i 1 s ‘ - 2006 L. 2005
o h;...:_.,.. - E o e e et e et a e o A
Y EaeT T RIS STTITaeR TS U a0
"British Pound 41 _ 20,650 18,046 :
{Canadian Dollar ~ ~ S %) E IR | 72 S O
“Swiss Franc N J{{‘ } e . 6689 7664
‘Australian Dollar ~ """~ __l‘; et e e LAAsL T T a8
Japanese Yen e R 4495_*‘ 2,644
LT _'fn,,_}?-“,f__ TS 108418 3 - 87,446
L T L St 1_):‘ . ' . E] .
" e I i i [ d . ‘ t . X

Gains-and’ Iosses on forelgn exchange contracts intended as hedges for intercompany sales of goods are -
recorded in cost of product revenue. lncluded in cost of product revenue are foreign exchange losses of $2.8 million,
$0.1 mllhon and $5 2 million for the years ended December 31, 2006, 2005 and 2004 respectlvely i

- 1 : .
{0) ~ "Disclosure of Fatr Value of Fmancral lnstruments and Concentratlon of Rlsk

’ i

Financial -instrurhents consist mamly of cash and cash equivalents, investments, accounts receivable,
accounts payable and notes payable, Financial instruments that potentially subject us to concentrations of credit risk
are principally cash, cash equivalents, invéstments and accounts receivable. We place our investments in highly
rated financial institutions and investment ]grade money market funds and municipal bonds. Concentration of credit:
risk with respect to accounts receivable is limited to certain customers to whom we make substantial sales. To
reduce risk, we routinely assess the ﬁnanc1al strength of our customers and, as a consequence, believe that our
accounts receivable crédit risk exposure is; hmlted We maintain an allowance for potential credit losses, but 4
historically have not experienced any mgmﬁcant credit losses related to an individual customer or group of i
customers in any particular industry or geograph:c ared. The carrying amounts of our financial instruments = ™
approximate fair market value. See Note 16 for further discussion of concentration of credit risk of accounts
recelvable : b l l o S : ) ‘ |
We currently puichase many produéts and matenals from smgle sources or a limited number of sources.
Some of the products that we purchase frorh these sourcés are proprietary, and, therefore, cannot be readily or easily
replaced by alternative sources. If we are unable to obtain adequate quantities of these products in the future, we
could face cost increases or reductions, delays or drscontlnuanons n product shtpments whrch could have a material
adverse effect on our results of operations: . :

"
! e *

g

p) - Ccmprehenswe lncome ' !
SFAS No. 130, “Reportmg Comprehenswe Income,” requires us to report all changes in’ equlty dunng a’
period, resulting from net income and transactlons or other events and circumstances from non-owner sources, in a'
financial statement for the period in which they are recognized. We have chosen to disclose comprehensive income,
which encompasses net income, foreign currency translation adjustments and the difference between the cost and the
fair market value of investments in debt sccurmes and foreign exchange contracts, in the Consolidated Statement of
Stockholders’ Equity. We consider the foretgn currency cumulative translation adjustment to be permanently
mvested and, therefore, have not provided mc;cme taxes on those amounts. .
Accumulated other comprehenswe 1r§come consists of the following at Decembcr 31, 2006 and 2005
respectively, (in thousands):

A o '! P . “ . December i, :

W . { L . 2006 2005
TUnreahzed loss on. mvesnnents et oftax Be “:_'bv T ﬂ ‘“:-WS T [ “;__‘ h @6) k
Unrealized gain (loss) on forward exchangefcmtmcls, net of tax S (1 320) T - L R
{Cumulatwe tmnslanon ad_]usnnent D 11,886 359 -

s 10,566 5 866

-
]

. ' i )
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(q) Recent Accounting Pronouncements -

In June 2006, the FASB issued FASB Interpretation (“FIN™) No. 48, “Accounting for Uncertainty in
Income Taxes” (“FIN 48™). FIN 48 clarifies the accounting for uncertainty in income taxes recognized in financial
statements and prescribes a comprehensive model for the recognition, measurement, and financial statement
disclosure of uncertain tax positions taken or expected to be taken in tax returns. The provisions of FIN 48 are
effective for fiscal years beginning after December 15, 2006. We are adopting the provisions of FIN 48 for the
quarter ending March 31, 2007. We are studying this pronouncement and awaiting further interpretive guidance and,
as such, we have not yet determined the expected impact of the implementation of FIN 48. We will record the
change in net assets that results from the adoption of FIN 48.as of January 1, 2007 as an adjustment to retained
earnings. While the ultimate realization of income tax benefits and expenses is not impacted by the provisions of
FIN 48, the timing of recognition of the effects of uncertain tax.positions in the results of operations for specific
periods, and the financial position at specific points in time, prior to the ultimate settlement of such uncertain tax
positions could be materially different under the provisions of'FIN 48 compared.to the timing of recognition under ¢
historical methods used pnor to the adoption of FIN 48. The'adoption of FIN 48 will not have an effect on our cash

flows.
R A

ln June 2006 the FASB ratified the:Emerging Issues Task Force (“EITF”) consensus on Issue-06-2,
“Accounting for Sabbatical Leave and Other Similar Benefits Pursuant to FASB Statement No. 43, Accounting for
Compensated Absences” (“EITF 06-2"). EITF 06-2 requires that the costs associated with unrestricted sabbaticals .
and other similar benefit arrangements be recognized over the service period during which the employee.earns the
benefit. We provide an additional four weeks of compensated personal growth leave to all U.S, salaried employees |
in their tenth anniversary year of employment and again at each fifth year thereafter, The provisions of EITF 06-2.
are effective for fiscal years beginning after December 15, 2006. Accordingly, we will record a cumulative effect
adjustment of approximately $1.8 million to recognize an estimated liability, net of a tax benefit of $1.2 million, as -
of January 1, 2007 for eligible employees’ rights to receive future paid leave. Beginning in 2007, we will recognize
estimated costs for such future compensated leave benefits earned. We estimate that approximately $0.3 million of
compensation expense, before tax, will be recognized during the year ending December 31, 2007 in accordance with
EITF 06-2: The adoptlon of EITF 06-2 will not have an effect on our cash flows. :

In September 2006 the FASB lssued SFAS No 15‘7 “Falr Value Measurements“ (“SFAS No 157”)
SFAS No. 157 establishes a framework for measuring fair value and expands financial statement disclosures about
fair value measurements. The provisions of SFAS No. 157 are required as of the beginning of the first fiscal year
beginning after November 15, 2007 and shall generally be applied prospectively. We are studying SFAS No. 157
and have not yet determined the expected impact of.the implementation of this pronouncement on our financial .
position and results of operations, if any. The adoption of SFAS No. 157 will not have an effect on our cash flows.

In September 2006, the Securities and Exchange Commission issued Staff Accounting Bulletin (“SAB”)
No. 108 (“SAB No. 108™) which provides guidance on the consideration of the effects of prior year misstatements in
quantifying current year misstatements for the purpose of a materiality assessment. The provisions of SAB No. 108
are effective for the first annual financial statements for years ending after November 15, 2006, We adopted the |
provisions of SAB No: 108 as of December 31, 2006. The adoption of SAB'No. 108 dld not have a matenal effect

on our financial position, results of operations or cash flows. N

In September 2006, the FASB ratified the Emerging Issues Task Force consensus on Issue 06-1,
“Accounting for Consideration Given "y a Service Provider to Manufacturers or Resellers of Equipment Necessary
for an End-Customer to Receive Service from the Service Provider” (“EITF 06-17). EITF 06-1 requires that if the
consideration given by a service provider to a manufacturer or reseller (that is not a customer of the service
provider) can be linked contractually to the benefit received by the service provider's customer, a service provider
should account for the characterization of the consideration in accerdance with EITF Issue 01-9. The provisions of |
EITF 06-1 are effective for the first annual reporting period beginning after June 15, 2007. We do not expect the
adoption of EITF 06-1 to have a material effect on our financial position and results of operations. The adoption of |
EITF 06-1 will not have an effect on our cash flows.
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NOTE3  BUSINESS ACQUISITIONS e s

We paid cash of $23.9 million, $7.5 million and $53.6 million to-acquire businesses'during the years ended
December 31, 2006, 2005 and 2004, respectively, and recognized liabilities, including contingent liabilities and
deferred tax liabilities associated with purchase accounting, of $4.6 million, $2.0 million and $14.3 million,
respectively. We also agreed to make subsequent purchase price payments to sellers for various acquisitions and
issued a note payable of $1.0 million associated with a 2004 acquisition. : Co '

L . o . -1

In connection with acquisitions of businesses and intangible assets, we lave commitments outstanding at
December 31, 2006 for additional purchase price payments of up to $3.9 million, of which $1.8 million is contingent
on the achievement by certain acquired businesses of specified milestones. In addition to these purchase price. .
payments of $3.9 million, we also have agréed to make payments of up to $0.8 million to-sellers of certain acquired -
businesses that are conditional upon those sellers providing future services to IDEXX for specified periods of time.
These contingent payments will be recognized as compensation and consulting expense over the remaining service
petiods when management deems payment to be probable. o v ;

s

ot
1}

The 2004 acquisitions included veterinary reference laboratories in the United States and Europe and
production animal diagnostics businesses in the United States and Europe: Goodwill of $28.0 million and $7.4
million were assigned to the Companion Animal Group segment and the Production Animal Segment, respectively.
Amortizable intangible assets of $15.1 million and $11.0 million were assigned to the Companion Animal Group
segment and the Production Animal Segment, respectively. - * ‘ o Lt

The 2005 acquisitions included veterinary reference laboratories in the United States and Europe and a
digital radiography business based in‘'the United States. As of December 31, 2005,-goodwill and amortizable
intangible assets of $2.1 million and $5.3 million, respectively, were assigned to the Companion Animal Group
segment. During the year ended December 31, 2006, we recognized incremental amortizable intangible assets of.' .
$1.9 million in connection with the finalization-of purchase price allocations for certain 2005 acquisitions. : -

The 2006 acquisitions included veterinary reference laboratories in the United States, Canada and South ’
Africa; a veterinary practice information management software business based in the United States; and certain
intellectual property and distribution rights from a diagnostics company based'in Austratia. Goodwill and
amortizable intangible assets of $11.0 million and $13.3.million, respectively, were assigned to the Companion-
Animal Group segment. . Yo . . : R

The results of operations of the acquired businesses have been included since their respective acquisition
dates. Pro forma information has not been présented because such information is'not material to the' financial
statements taken as a whole. The final purchase price allocations for certain 2006 acquisitions are subject to
finalization of the valuation of certain assets and liabilities and, as a result, preliminary amounts assigned to assets
and liabilities are subject to revision in furu}e periods. . - . S e

, it . Wy s

In January 2007, we acquired the Critical Care Division of Osmetech plc. The acquired business is based in
the United States and develops, manufactures; and sells point-of-care electrolyte and blood gas analyzers and related
consumable products for the human and veterinary diagnostics markets. We paid cash of approximately $45 million.

¢
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NOTE4  SHARE-BASED COMPENSATION

Selected financial impacts of share-based compensation, excluding the impact of deferred stock units-
issued under our Director Deferred Compensation Plan or our Executive Deferred Compensation Plan that do not
have vesting conditions (which are described below), are presented in the table below {in thousands, except per :
[

share amounts):

. . . ) o e ,  Forthe
‘ . . . : . . Year Ended
' ’ ] December 31,

' 2006 ,

Share-based compensation expense included in cost of revenue L ‘ } $ . 1,671
8,986 -

Share-based compensation expense included in operating expense e e K
Total share-based compensation expense A e e . 10,657

Income tax bcneﬁl 1in net income for share-based compensation expense . - (1,845 ).

Income tax benefit in net income for employees’ disqualifying dispositions of shares o - ' :

L LS
A T

_acquired through the exercise of stock optmns and employee stock purchase rights . (57),
Total income tax benef'l el e e e _—_ﬂ_)
Net impact of share bascd compensanon on net income a ‘ 8,755
Net impact of share-based compenéal{oﬁ o 7 o ‘ T T T e
. Earnings per share, basic ’ 3 028"
Earnings per share, diluted . L o o 027

Sharc-based compensation costs are classxﬁed in costs of sa]es and operatmg expenses consustently with the
classification of cash compensation paid to the employees receiving such share-based compensatlon Capitalized
share-based employee compensation cost at December 31, 2006 was $0.2 million, which was mcluded in inventory |

on the consolidated balance sheet ‘ ) . . . .. »
i - )
‘ . ) ) 1

Our ﬁnancial statements for 'périod's' ending prior to January 1, 2006 have not been restated or revised. Had,
compensation cost for the Company’s share-based compensatmn for the years ended December 31, 2005 and 2004
been determined consistent with the provisions of SFAS No. 123, as Amended, the Company § net income and net
income per common share would have been reduced to the following pro forma amounts (in thousands, except per

share amounis) o . - oL '
- ST ) o ! For the Years Ended December 31,
' Co : ! ' 2005 - T 2004
‘Netincome: o ) o T 7 o i '
As reponed o 5 78,254 5 718, 332
Pro forma share based employee compensation, net of lax B ~ i 3 (8,701 ) 1.975)
Pro forma net income 3 69,553 § 70,357
, - & N . . - = s |
“Earnings per share: T s Ty me e e o . i : -
Basic: as reported e ' o . L 3 . 241§ 229
CBasiciproforma .. L0 L e e e e e R 206
Diluted: asreportcd e e s e et 230 29
Diluted: pro forma . ST _ 205 TOTrer

The following table represents cash proceeds from employees’ exercise of stock options and employee
stock purchase rights and the reduction of i 1ncome taxes payable due to employees share—based compensation tax

o
g

events (m rhousands) : . Lo

For the Years Ended December 31,

T . 44

. . 2006 2005 . 2004

:Ca:Slfb;o'erds from employee stock purchases and o}]ti%i exercised under " T T e e f
all share-based payment arrangements . . s . 2082 8 18841 3 19,376
Reduction of income taxes payable due to employee’s share-based . c . . )
3 . 10,692 § 7,808 § 8,211

compensation tax

¥
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Prior to the adoption of SFAS 123(R), we reported all income tax benefits resulting from the exercise of -
stock options as operating cash inflows i m our consolidated statements of cash flows. SFAS 123(R) requires the
benefits of tax deductions from the exerc1se of options in excess of the compensation cost for those options to be -
reported as financing cash inflows. FASB Staff Position (“FSP”") No. FAS 123(R)-3, “Transition Election Related to
Accounting for the Tax Effects of Share‘Based Payment Awards” provides an alternative transitional method of
calculating the excess tax benefits avarlable to absorb tax deficiencies recognized subsequent to the adoption of
SFAS 123(R). In accordance with FSP 1\{0F FAS 123(R)-3, which we elected, the full amount of tax benefits related
to exercises after December 31, 2005 of employee share-based compensation awards that were fully vested as of
December 31, 2005 are reported as ﬁnancmg cash inflows. For the year ended December 31, 2006, $9.4 million of
tax benefits were reported as financing cash inflows rather than operating cash mﬂows
} [

The fair value of options, restncted stock units, deferred stock units wrth vestmg conditions, and employee
stock purchase rights awarded during the' years ended December 31, 2006, 2005 and 2004 totaled $11.9 million,
$15.7 million and $13.4 million, respecttvely The total unrecognized compensation cost for unvested share-based -
compensation awards outstanding at December 31, 2006, net of estimated forfeitures, was $14.6 million.
Approximately $6.3 million is expected to be recogntzed in the year ending December 31, 2007 for outstanding
awards and decreasing amounts of the total [eXpense are expected to be recognized over the subsequent five years,
resulting in a weighted average rematmng expense recognition period of approximately 1.5 years. .

Stock Incentive Plan

ey T

During 2003, our Board of Dlrectors approved the 2003 Stock Incentive Plan, as amended (the “2003 Stock
Plan”) pursuant to which our ernployees and Directors may receive various types of share-based incentives,
including stock options, restricted stock units, stock apprec1at|on rights and deferred stock units. A total of °
1,850,000 shares of common stock are authcnzed for issuance under the 2003 Stock Plan, provided | that no more
than 1,500,000 shares will be available for the grant of incentive stock options, and no more than 600,000 shares *
will be available for awards other than stock options and stock appreciation rights (such as restricted stock). In
addition, if any options granted under our prlor plans 1ncludlng the 1991 Stock Option Plan, the 1998 Stock
Incentive Plan or the 2000 Director Optiofi Plan termmate expire of are forfeited w:thout havitig been exércised in -
full, the shares subject to such unexercxsedl options are avallable for issuance under the 2003 Stock Plan: Opttons
granted under the 2003 Stock Plan and pI'lOl' plans'may not be granted at an exercise price léss than the fair tharket
value of the common stock on the date granted (or less than 110% of the fair market value in the case of incentive
stock options granted to holders of more than 10% of our Common Stock). Options may not be granted for a term of
more than ten years. The vesting schedule of all options granted under the 2003 Stock Plan is determined by the
Compensatlon Committee of the Board of Directors at the time of grant

Options

Option awards are granted to employees w1th an exercise price equal to the closmg market price of our
common stock at the date of grant and gendrally vest ratably over five years on each anniversary of the date of grant,
conditional on continuous service. Options granted to non-employee directors in 2005 vested fully on the first
anniversary of the date of grant. Upon any change in control of the company, 25% of the unvested stock options
then outstanding will vest and become exercnsable However, if the acquiring entity does not assume outstandmg
options, then all options will vest tmmedlately prior to the change in control, .

i

*«We use the Black-Scholes-Merton; option—pricing model to determnine the fair value of options granted.
Option-pricing models require the input of htghly subjective assumptions, particularly for the expected stock price
volatility. Changes in the subjective input assumptlons can materially affect the fair value estimate. Our expected
stock price volatility assumptions are based‘on the historical volatility of our stock for the expected term and other
relevant factors, The risk-free interest rate is b based on the U.S. Treasury yields for the expected term in effect at the
approximate date of grant. We have never pa1d any cash dividends on our commeon stock and we have no present
intention to pay a dividend; therefore, we assumed that no dividends w1ll be pard over the expected terms of option
awards i g

The use of the Black-Scholes- Mertod option-pricing model,-the general methods employed to develop the
above-described option valuation assumpttons and the vesting conditions of option awards are consistent with prior

b
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periods. Beginning in 2006, the contractual terms of employee option grants were reduced from ten years to seven
years and we elected to use the simplified method described in the Securities and Exchange Commission Staff 1
Accounting Bulletin No. 107, which is based on vesting and contractual terms, to develop the expected term - | -
assumptton for 2006 option awards. Additionally, beginning in 2006, share-based compensation expense is reduced
for an estimate of the number of awards that are expected to be forfeited. The estimate is based on historical data
and other factors, and'compensation expense is adjusted for actual results.

The weighted average valuation assumptions used to determine the fair value of each option grant on the :
date of grant and the weighted average estimated fair values were as follows: .

'

For the Years Ended December 31,

2006 2005 2004

‘ S SR O O P L Y LA NSO 20 R

.Expected stock price 3 volauhly.r._” e e v e i e 3O VA L A0%
Expected term, inyears - . . e 50 B ' - 58

Risk-frec interestrate I T:ﬁ L j__ﬁ o 46% - " 42% ‘:‘r__;.l‘yl‘

\ H E . T CRY AT A Y T T T YT

(RNl ' oy L ...

Weighted average fair value of options granted s 26.78 s 25,17 $ 2159

: : ' ) ;- LI - H
Bl H ' - B . . TV e A
. |. . L]

LI . i
A summary of the status of options granted under our share-based compensation plans at December 31,
2006, and changes during the year then ended, are presented in the table below:

i - ’ ' Weighted
. Average . .- :
7 Weighted Remaining + < Aggregate
Number of Average Contractual Intrinsic Value
Options (000) Exerclse Price Term (5000)
T VPEL ST, WA S UV O —— , P I
Oulstanding st December 31, 3003 T T T Sty g gy S D ety
_Oranted o i65 667 T
_Bxereised T v T T LT T T T T T e e T T T
JForfeited . . v ool ooz o _A128)e 00 SL63 . b L eepng 0L L
N Exp:reaw_‘.w e T @, . 2699 .
Outstanding at December3] 2006 ‘ c . 3138 0§, 38.02 5.7 $ 129,537
b . R ¢ ot ' 1 A S T I .
{Fully vestéd at December 31,2006 T T T IS T_f‘_t"".'zi-'?'aif'“fi’f IS T TRRees
. _— R I S LM, IR T o
Fully vested and expected to vest, at December 31,2006 - ) 3079 §$.: .. 37 58. . 57 % 128,482

[ . . i . to ’ E v
. v v o T i ! i i . V.

]ntrmsrc value represents the amount by Wl’llCl‘l the market pnce of the cornmon stock exceeded the exercrse
price of the optlons before applicable income taxes. The closmg sale pricé of thé common stock was $79. 30 onthé
last business day of the year ended December 31, 2006, During the years ended December 31, 2006, 2005 and 2004,
the total intrinsic value of stock options_ exercised was $34.4 million, $25.4 million and $25.0 millio_n, respectively.

Ty

million, $103mllhon and $9.1 million, respectwely B e

The tota] fair value of options vested during the years ended December 31 2006 2005 and 2004 was $12. 8

) toe LT IR TR T

Employee Stock Purchase Plan o ' : . o o e

Durmg 1997, the Board of Directors approved the 1997 Employee Stock Purchase Plan, under which we
reserved and 'may issiie up to an aggregate of 620,000 shares of Common Stock in penodlc offermgs Alsoduring |,
1997, the Board of Dlrectors approved the 1997 Intérnational Employee Stock Purehase Plan ‘under Whlch we
reserved and could issue up to an aggregate ‘of 30,000 shares of Common Stock m sermannual offermgs The 1997
International Employee Stock Purchase Plan was terminated in February 2005, arid theré Weré o shares remaining

thereunder at the time of termination, . o . o .
B P P Fan . L [ I SR P

o F

Prior to July 1, 2005 stock was ‘sold under each of these plans at 85% of its fair matket value ‘as deﬁned m
the plans as the lower of the closing price of our common stock at the beginning of the period and the closing price
of our common stock at the end of the period. For periods ended prior to July 1, 2005, in order to determine the pro
forma impact under SFAS No. 123, as Amended, the fair value of the purchase rights issued under the employee
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stock purchase plan was estimated on -th{a Qate of grant using the Black-Scholes-Merton option-pricing model. The
following weighted average assumptions( were used to determine the fair value of employee purchase rights for the .
six months ended June 30, 2005 and the yeéar ended December 31, 2004; © . . - S
. 1 . . )

Ve
.

[

1
1

. : For the Periods Ended,
. June 30, 2005 December 31, 2004

.

Expected stock price volatility } 33.0% 33.0%
Expected term, in years : 05 - 05
Risk-free interest rate H 34%: 2.0% ¢
Dividend yield ; None None

{

b st i 7
«

Effective July 1, 2005, we amcndéd our employee stock purchase plan to provide that stock is sold at 85%
of the closing price of the stock on the laét day of the period and to change the subscription period from six months
to three months. The fair value of purchase rights under the revised program equals the 15% discount from the
market price at the exercise date, which is the last day of the subscription period.

. 1 ’l P '

The following summarizes infof;n:altion about purchase rights issued under the employee stock purchase

plan (in thousands, except per share amoém\ts): .
. . H T 1.

L teo ' ! ) ' For the Year Ended December 31,

‘ 2006 2005 2004
Number of purchase rights issued : 31 39 44
1248 § 1233 § 12,38

Fair value per purchase right issued

i

- I VO
o

H

Restricted and Other Deferred Stock U:nits With V_esting Conditions

Restricted stock unit awards to eénbloyees either vest ratably over five years on each anniversary of the date
of grant, ot vest on the third anniversary of the date of grant. Vesting is conditional on continuous service. Restricted
stock units are converted to an equivalent :nﬁmbcr of shares of common stock upon vesting. Upon any change in
control of the company, 25% of the unvesgeg restricted stock units then outstanding under the 2003 Stock Inceritive
Plan will vest, provided, however, that if t|hq acquiring entity does not assume the restricted stock units, then all such
units will vest immediately prior to the change in control. Deferred stock units with vesting conditions awarded to
non-employee directors under the Director Deferred Compensation Plan vest fully on the first anniversary of the
date of grant. Except upon a change in coritrol, as defined in the Director Deferred Compensation Plan, or certain
limited circumstances, all deferred stock units will be exchanged for an equivalent number of shares of common
stock one year following a director’s resignation or retirement. Upon a change in control, unvested deferred stock
units vest immediately. - \ A S o '

C : .

The fair values of resiricted and deferred stock units with vesting conditions are based on the closing sale
price of the common stock on the date of grant. We use historical data and other factors to estimate employee
termination behavior and to evaluate whether particular groups of employees have significantly different forfeiture
behaviors. Share-based compensation expénise is reduced for an estimate of the number of awards that are expected
to be forfeited. The estimate is based on historical data and other factors, and compensation expense is adjusted for
actual results. i * "

i

The weighted average fair value p!ef unit of restricted stock units granted during the year ended December
31, 2006 was $78.01. The weighted avemé; fair value per unit of deferred stock units with' vesting conditions
granted during the year ended December 31, 2006 was $77.47. There were no restricted stock units or deferred stock
units with vesting conditions granted in 20?5{0r 2004. Lo ' Tt

A summary of the status of restricted and other deferred stock units with vesting conditions granted under
our share-based compensation plans at December 31, 2006, and changes during the period then ended, are presented
in the table below: ' v ‘ : - o

v ! D

IR
3
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s Weighted, w0, 0 00

R R S A TR o' a0 Uit .t s
e tron T Ave age nrw Al
“ “Nemiber™'-' Remaining™ " Aggregate
of Units Contractual Intrinsic Value
cet LY D e s S L TR T000),) & 0 TermiTUE A . (S000)
Ol e S T e ey
_Granted B i 3 o R _ 1 T
Setted e IS T
. _Forfeited L A - T
Outstanding at December 31,2006 . . T T 7T e ew 2o g 6817
Fully vested at December 31,2006 © <« - - e e L -
- T I S T
Fully vested and expected to vest, at December 31,2006~ " T 7 T TR T TUUTUTTTRTTTTT T TRes
Deferred Stock- Units With'No Vesting Conditions I T R LA, ROS PR ITALL (S TR T ART I
’ ity e )

S S O T R T L 1)< T3 11 SR BRI SNV SRS W

Under our Dlrecter Deferred Compensauon Plan, non-employee directors also may defer a pomon of their;
cash fees in the form of vested deferred stock units, each of which represents the right to receive one unissued share
of our common stock. Directors receive a number of deferred stock units equal to.the-amount of cash fees deferred
divided by the closing sale price of the common stock on the date of deferral. Under our Executive Deferred
Compensation Plan (the,“Executive Plan™), certain members of our management may elect to defer a portion of their
cash cempensatlon in deferred stock units. These deferred stock units will be exchanged for a fixed number of
shares of common stock on dates determmed by the employee, subject to the limitations of the Executive Plan and
applicable law. Except upon a change in control, as defined in the Director Deferred Compensation Plan and the
Executive Plan, or certam other limited circumstances, directors and officers may not receive shares of commoln

stock in settlement of. deferred stock units earlier than one year following their re51gnat10n from the board or
termination of their employmenl respectlvely :‘_' ' . N L

)

Dunng the years ended December 31, 2006, 2005 and 2004 approximately 8,000, 11,000 and 10,000

deferred stock umts valued at $0.7 million, SO 7 million and $0.5 million !were issued, reSpectlvely
. Cadn LN & R A 2IrS LA T I TR T 1 LR AR EEI I I

Dunng the year ended December 31, 2006, approxlmately 2,000-shares'of common' stock weire issued tow'®

settle deferred stock umts .

i R PR R RTERES AL 1%, e I‘_ N S T
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NOTE'S : CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS " " -?J

WU fne ot Dbt e i T ot s

. Cash equlvalents are hlghly hqlnd mvestrnents purchased with original matunues of le3s than threé Tonths.
N S L e N R T L S P4 R TR AL A1

" We account fot investments under SFAS No 115, “Accountmg for Certain Investmerits-in Debt and- Equity
Securities” as avallable for-sale. lnvestments aré‘recorded'at amortized cost and adjusted to fair market value * "
through other comprehenswe income, Short-tenn lnvestments which’ had ¢ cost’ ‘bases of $35.0 milliosi and: $65 7o
million at December 31; 2006 and 2005; respectwely, are mvestment secuntles ‘with original maturities of greater’1 {
than three months, but less than orie yéar; from’ thie balance sheét date and: con51st of the’ followmg (in thousands):

S L P T R R TR LI RPVR T I LIV B Do foew ol L A A
R PR AL R =_:'|5.. T I P T :December. 31, - Lk SITCL 4 el
2006 con v 2005, e, o orupe
Mcptbonts_ T Tl Cc st b
' Minicipal auction fate sectrities”  © - A b S J’35 000I _ T4 600 ::}‘ e
‘Canadian centificates of deposit _ < " T U T STVTRLT gl e R R
$ 35,090 5 65,580

[ STV
S

At December 31, 2006 and 2005, we held $35.0 million and $65.6 million, respectively, of short-term
investments, which mcluded $35.0 million and $44.6 million, respectively, of auction rate mumc1pal securities
classified as available-for-sale securities. Our investments in these securities are recorded at cost which
approximates fair market value due to their variable interest rates, which typically reset every 2810 35 days, and,
despite the long-term nature of their stated contractual maturities, we have the ability to quickly liquidate these
securities. As a result, we had no cumulative gross unrealized holding gains (losses) or gross realized gains (losses)
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from these short-term investments. All irng_:ome penerated from these short-term investments was recorded as interest
income in the consolidated statements of income.

NOTE 6 OTHER NONCURRENT :ASSETS, INTANGIBLE ASSETS AND GOODWILL
i

!
Other noncurrent assets are as follows (in thousands):

i
i

madeia v,

. : December 31,
Description 1t 2006 2005
. T
_Deferedtaxasset 15 . ... ... $ 3253 8 . | 40
_ Cost of rental instruments sold dnder recourse, net 3,121 4,115
| Otherassets . . 11 T T 3,16 2,453
t $ 9490 § 6,988

—

Rental instruments sold under fpc}mrse are amortized over their estimated useful life of three years.
Amortization expense of rental instrmnel:u_s sold under recourse was $2.7 million, $2.5 million and $2.0 million for
the years ended December 31, 2006, 2005 :and 2004, respectively. . C : -

: ! . t - . T

Intangible assets other than goodwill consist of the following (in thousands):

December 31, 2006 December 31, 2005
Accumulated Accumulated
e ‘i ' Cost Amortization g Cost Amortization
DT A T S N e e e s -
TPatents. .. e 8. ol s 2932 s . SBI0 S 1934
Other productAghts ~ T T VETT TN TiggasT T Trese T T T Tises2 T 5059
" Customer-reiated intangible &ssets . . 1 .. 35955 7T 7 3496 15,814 71878
_ Other, primarily noncompete agreements £ | 3,521 1,260 3,207 1,003
L R S 58,710 _$ 15357 § 40,493 § 9,374
| | |
[ .
f .

Amortization expense of intangible assets was $5.4 million, $3.9 million and $1.6 million for the years

ended December 31, 2006, 2005 and 2004, :respect_ively. .
E l .

During the year ended December 31 2006, we acquired $13.3 million of amortizable intangible assets
related to business acquisitions and $0.7 rf}i]lion related to the acquisition of the additional ownership interest in a
joint venture in China. During the year ended December 31, 2006, we also recognized incremental amortizable
intangible assets of $1.9 million in conneqfti:on with the finalization of purchase price allocations for certain 2005
business acquisitions and we acquired lice;ns,es for $0.4 million. The weighted average amortization periods for
patents, other product rights, customer-related intangible assets, and other intangible assets acquired during 2006 in
connection with business acquisitions wer:; 8 years, 3 years, 12 years and 7 years, respectively. During the year
ended December 31, 2005, we acquired $5.3 million of amortizable intangible assets related to business acquisitions.
The weighted average amortization periods for product rights other than patents, customer-related intangible assets,
and other intangible assets acquired during 2005 in connection with business acquisitions were 5 years, 15 years and
4 years, respectively. See Notes 3 and 11 for‘z additional information. The remaining change in the cost of intangible
assets other than goodwill during the yearsf ended December 31, 2006 and 2005 resulted primarily from changes in
foreign currency exchange rates. §

-

The aggregate amortization expense associated with intangible assets owned at December 31, 2006 is
1t . - i
expected to be as follows for each of the next five years (in thousands):

% Amortization

) ___ Expense
007 T LT s sen
008 5 T YT . 5,499
2009 T | T X
2000 3 RS L4709
2011 T RS 4281

,s

[N

o e win e o
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.. Goodwill consists of the following (in !housands) e e T s e . g ,, .

gt
.'4.- ’ T W TTT R R L A T A RC I Y ST SV B ot 'f.

T T . HeeemberJl ) llDl:l:e‘mI)f:rZ!l

, - e v o NS R R YTane T v 2008 |

CAGssgmenti| LR Sl ety o A0n el i TR e R s

Rapidsssay produts: " L To, L0 T T T L LT s e ,-_wsz_"s._-.e Teo

. .Reference laboratory and consulting ¢ servxces A i it ity Eoe e bcilibnie w1 103485 L e s 51,311 1
Practlce mformauon managemem systems and dugltal radlography gt by e oo =y e g 4,45'3__4 b 1453
Pharmaceuncalpmducts oA . T MR IR K 7 DR A S k7T

L T Sl 5 ( S T

Watersegment o o o . o ] R 17,282 . 15,184 i

iProduction animal segmemt = L o v s 6792, 6321

. 3 104,826 § 88,127 )

NN \ . P SEMTEVEEN BE I S YN ST PREET] i o :|

During t the year ended December 31, 2006, we acquired $11.0 million of goodwill (of which $2.0 million is
expected to be tax deductlb]e) related to business acquisitions. During the year ended December 31, 2005, we
acquired $2.1 million of goodwill (of which $1.3 million is expected to be tax deductible) related to business
acquisitions. During the year énded December 31, 2006, we also recogmzed purchase accounting adjustments
related to goodwill. See Note'3 for additional mformatmn The remaining changes in the cost of goodwill during the
year ended December 31, 2006 resulted primarily from changes in foreign currency exchange rates. . . !

'

NOTE7" 'NOTESPAYVABLE ~* =~ "7+ 70w o0 e o ey .
- - B S

In connection with thelFebruary 2004 acquisition of a veterinary reference laboratory, we issued a note i
payable to the sellers for'$1.0 mllllon The note bears interest at the prime rate. The balance outstanding at
December 31, 2005 was $0.6 million, We pald $0.4 million in February 2005 and the remaining $0.5 mllllon plus

accrued interest, m March 2006 o _ -
: T g '

In May 2006, we acquir'ed our Westbrook, Maine facility. We paid cash of $11.5 million arid assumed a
mortgage that had a face value of $6.5 million and a stated interest rate of 9.875%. We recorded the mortgage at a
fair market value of $7.5 million, based on an effective market interest rate of 6.05%. The mortgage is payable in
equal monthly instaliments of approximately $0.1 million through May 1, 2015. Annual mortgage principal i
payments as of December 31, 2006, based on the fair market value of the mortgage at the assumpuon date, are as |

follows (in thousands): S -
ey .t s S oL ' 1 ‘
_Years Ending December 31, "~ ‘ Amount .
o aeor, T "4_ T A R . )
At 2008‘ 2 S s R I s T S T I S LN SLLE Rt
{2009 N___ LTI T T T T T T T 3R, IV DL P
2010 i . ] N . 813 . f
2000 s L L ... 86l oL
B Thereaﬁer R Y R 3,286
B 3 7,125

- ' TR '

In January 2007, we entered into an unsecured short-term revolvmg credit fac1llty with a bank in the
principal amount of $125.0 million that matures on June 30 2007. The credit facnllty may be used for general
corporate purposes, mcludmg repurchases of our common stock and business acquisitions. The appllcable interest
rates generally range from 0:375% to 0.875% above the London interbank rate or the Canadian Dollar-denominated
bankers’ acceptance rate, dependent on our leverage ratio. Under the credit facility, we pay quarteily commitment
fees of 0.08% to 0.20%, dependent on our leverage ratio, on any unused commitment. The credit fac:l:ty confains |
financial and other affirmative and negative covenants, as well as custémary events of default, that would allow any ,
amounts outstanding under the credit facility to be accelerated, or restrict our ability to borrow thereunder, in the |
event of noncompliance., The financial covenant requires.our ratio of-debt to earnings before, interest and taxes, as

deﬁnedbythe agreement, not to exceed3 to-l D D e e e e Cocaat b e
SRR NEY I T VP P T B TR A A 18 A

NQTES EXITACTIV]TY S I ST R T S T UNRCECLER
* . h"' N U AR A R 1u

L O P RPN LI PR Y

:+ . During the year,ended December 31, 2005, we centrahzed our European: productlon ammal diagnostics, | . l[
manufacturmg operations in Bern, Sw1tzerland the locatlon of the production animal dlagnostlcs company. acqulred |
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|

in December 2004. In connection with tl}m; centralization, we ceased operations in Sweden. We recognized expenses
of $1.0 million associated with this exit &ilcl:ivity during the year ended December 31, 2005. The total costs included
a cumulative translation adjustment write-off of $0.5 million, one-time employee termination benefits of $0.2

million, and building lease termination cfos;ts

of $0.1 million, which are included in general and administrative

expenses in the consolidated statement of income. The total costs also included one-time employee termination .
benefits of $0.2 million that are included in costs of product revenue. At December 31, 2005, accrued expenses
included building lease termination costs, o:f $0.1 million which were subsequently paid in January 2006. We did not
incur significant expenses associated with this activity during the year ended December 31, 2006. ‘

P

NOTE 9  INCOME TAXES

Pl

i

t

Eamings before income taxes for ;:ach year were as follows (in thousands):

¥
t:

-

*

[Domestic © + ~ __
international . o

T ot - e “'T.
Ty

[

b e e e e g b e e e A e

1
The provisions for income taxes-for

’ . 2006 2005 ' 2004
TTUTTT T s {00446 TS T 85401 TS | 78E0S !
T 30457 33,523 32,892

§ 130903 5 1189245111497, .‘

o . . .

the years ended December 31, 2006, 2005 and 2004 are comprised of

the following (in thousands): ‘ ;
{ -
¢ ' For the Years Ended December 31, '
I & 2006 2005 T 2004 - ‘
TCumemt R () S s
" Federal 3t .. ..__8 35409 5 = 30070 § 19438 ; .
7 U 5 AU =1 v S 4680 2628 -
" Intemational JT- _ 2438 0397 6,500
L R 43,359 45,147 28566 |
. ' ) 1L o T . ..
Defemed ! _ _-_EL__ I
{___Federal S L (Apsay T T (3020)_ 5328 | '
oaSwae e RN ¢ - £ NN €1 £ ) PUSRNR X
C TImemational T T Lii . L (1,516) (1.,180) (1,285) 1
- . __—%1 o {6,135) (4477) ~ 4599
Y S N 37224 % 40670 _§ 33165 .
) ~

The provisions for income taxes differ from the amounts computed by applying the statutory federal
income tax rate as follows: ! & :

,E December 31,

% 2006 2005 2004
US. federal staitory fale (L. Bl T T UITTIT T3s0% T T3S0%. L 350%
Statc income tax, net of federaltax benefit | . oo 23 24 19.
Intemational income taxes - U7 (4s) (9 (335)]
Extraterritorial income exclusions _ * T E o aoy” T T TTW6). (©.7) )

. {Nontaxable interesiincome. - BT T T TTT T T T 85T T TI08) T L @e))
Domestic manufacturing exclusions ~_ §§ ~ - s (04) :(0.5) . o
{Tax on dividend repafriations __ ,S’;E S SR - S
Other,met . o e (25)__ {0.1) (24)
(" Effectivetaxmte TR 284% . 34.2% 29.7%
v . 1 i p; " ’

Our effective income tax rate was'28.4% for the year ended December 31,-2006 compared with:34.2% for
the year ended December 31, 2005. The ma{jérity of this rate differential resulted from the favorable impact of the
resolution in 2006 of an IRS income tax audit for the years ended December 31, 2003 and 2004. As a result of
completing this audit, we reduced previouslyfaccrued taxes and recognized a tax benefit of 3.7% of income before
tax. Other items that decreased our effective tax rate for the year ended December 31, 2006 included a reduction of
previously recorded international deferred tax liabilities as a result of obtaining cértain multi-year tax incentives and

the release of a valuation allowance on intei}n%tional defetred tax assets as a result of a subsidiary demonstrating -

F.24
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consistent sustained profitability. In addition, the effective rate for the year ended December 31,.2006 was less than
the effective rate for the year ended December 31, 2005 due to the incremental tax expense in 2005.0on the .. -
repatriation of $30.0 million pursuant to the American Jobs Creation Act of 2004. These rate reductions were partly
offset by the nonrecogmtlon in 2006, of tax benefits.on compensation expense for incentive stock options and
employee stock purchase nghts that werc recorded in accordance with SFAS No. 123(R) effecnve January 1,.2006. ‘
Lo Our effecuve tax rate was 34 2% for the year ended December 31 2005 compared wrth 29 7% for the year ‘r
ended December 31, 2004, ‘The majority of this rate differential resulted from the favorable rmpact of several rate L
reducing items occurring in 2004. The 2004 rate was favorably impacted by the resolution in 2004 of an IRS income '
tax audit through the year ended December 31, 2001. As a result of completing this audit, we reduced previously .
accrued taxes. Other rate reductions resulted from the release in 2004 of a valuation allowance on international , ‘!
deferred tax assets as a result of a foreign subsidiary demonstrating consistent sustained profitability and changes in
certain state and international tax estimates. In addition, 2005 tax expense increased by $1.0 million and the 2005
effective income tax rate increased by 0.8 percentage points due to incremental taxes on repatriations of $30.0
million pursuant to the American Jobs Creation Act of 2004.

The components of the net deferred tax asset (liability) included in the accompdnying consolidated balance
sheets are as follows (in thousands):

i 2006 e : . 2005
" s ~__ Current Long-Term - '~ Current - Leng-Term
Assets: } - LT L Sl '
__ Accrued expenses o 3 . 9,188 - B T N 8,380 % K !
, * Accounts receivable reserves o ) 401 7 - ) 63 - .
Deferred revenue o 2,482 1,989 2,198 - 24537

. Inventory basis drfferences U P 3 409 b g i e e 2612 e
. Property-based différences . A L R 475 T o 366 i
. Share-based compensation T R 784 Ceree o va[7500 T 0 T sp7t e
| Other Ce ST R R R SRR TR
,  Net operating loss canyforwards . - ...em4p0l9 58 . ... 444,
+ Unrealized losses on foreign exchange 3
! contracts and investments . 659 - 29
Total assets " e f_ S Tl 716,943 s o923 - - 14,147 "+ 7248
Valuatlon allowance * - ' : Lo . (59) . (4.015) . (369) .- . - [4,527)) ‘I
Total assets, net of v valuauon allowance . . _».a.16,884 : 5,223 - . 13,778 2,721 '
LlablllthS S : _ o i ) o _ . ﬂ
_Cost of rental mstrumems sold under rccourse o - (774) - (1,158)
Properly-based dlfferences ) - (297) - (410)
Intangible basis differences e GR20y - - (6758) - |
. Unrealized gains on foreign exchange contracts _ ) ST o (307 - R |
Other ) (107) {147) - - |
Total liabilities o (07) . (9,138) (307) (8326) .
Net deferred tax assets (liabilities) $ 16,777 T (3915) 0§ 13471 $° ¢ T (5,605) ¢
il

' At December 3l 2006 we had Umted States federal domestlc net operatmg loss cm‘ryforwards of
approximately 30.1 mllhon available to offset future taxable income. Nét operating loss carryforwards expiré at
various dates through 2014, The Tax Reform Act of 1986 contains provisions that limit annual availability of the net
operating loss carryforwards due to 2 more than 50% change in ownership that occurred upon the acquisition of

some compames

At December 3 l 2006, we had net operating loss carryforwards in foreign and state jurisdictions of
approximately $56.8 million available to offset future taxable i income. Most of these net operating loss - '
carryforwards expire at various dates through 2022 and the remainder have indefinite lives. We have recorded a

valuation a]lowance for these assets because realizability is uncertain.

We consider the operatmg earnings of non-United States subsidiaries to be mdeﬁmtely invested outside the
United States. No provision has been made for Umted States federal and state, or international taxes that may result
from future remittances of undistributed eammgs of non-United States subsidiaries, the cumulative amount of which'

is $111.4 million at December 31, 2006
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NOTE10 'EARNINGS PER SHARE} "

| Basic earnings per share'is computed by dividing net income by the weigh‘tled average number of shares of -
compion stock and deferred stock units oﬁstanding during the yéar. The computation of diluted camnings per share is
similar to the computation of basic eamilﬁs per share, except that the denominator is increased for the assumed
exercise of dilutive options and other potentially diliitive securities using the treasury stock method unless the effect
is anti-dilutive. ‘ A R NN

! ) T, vl B hf p L fe : i S

- The following is a reconciliation]of shares ocutstanding for basic and diluted earnings per share (in
thousands). = ' ‘ ' g T .

' PR -+ For the Years Ended December 31, ' -~

' - © 2006 - 2005 . 2004

U U [ P S S DL DUVNP UL B0 IEPUPS PSS < Lt le
[ Shares Ouistanding for Basic EarningsperSharc: 9
Weighted average shares outstanding o ) L 31,403 32,498 L 34203

[ Weéighted average deferred stock units outstanding ' — S R R 11
S t 31,4337 32521 34,214

{ Stiares Owtsianding for Dituted Earnings per Sharc .~ 0 . . T . o
"~ Shares outstanding for basic carnings per sharc .~ e 31,433 32821 _ 34214
" Diliive gffect of options isSued to employees and directors .~ ___________ 1507 " T134__ . "1586
Dilutive effect of restricted stock units issued tc?c"‘n:l‘ployccs . 8 ' - -

[ Dilutive efféci of nonvested deférred stock unitd issued to directors - _ . 6 __~ - e

33954 34,055 - 35800

- e . 1R . -, . .- . s,

Certain deferted stock units outstanding are included in shares outstanding for basic and diluted earnings
per share because the assaciated shares of our common stock are issuable for no cash consideration, the number of
shares of our common stock to be issued ig flixed and issuance is not contingent. See Note 4 for additional
information regarding deferred compensation plans. o o -

Certain options to acquire shares and restricted stock units have been excluded from the calculation of

. "y - . L i - . . . .

shares outstanding for dilutive earnings pergshare because they were anti-dilutive. The following table presents
information concerning those anti-dilutive options (in thousands, except per share amounts). =~ ' T

e o ‘ : - ’ For the Years Ended December 31,
' . : 1 2006 2005 2004
i e . Lﬁ_ — e e R, e ettt e
[Weighted average number of sharcs underlying anti-dilutive options | _____ e e 138 s .}
Weighted average exercise price per undetlying sharelof anti-dilutive options $ 76.67 8 R 60.70
(Weighied average, namber of shares anderlying ani-dilitive resicied stock wnies 2 T T TR -

The following table presents additional information concerning the exercise prices of vested and unvested
optiops‘o’l‘l‘tstainding at the end of the periodf{in thousands, except per share amounts): ;

by - T

' e December 31, :

o ! P C 2006 - - 2005

(Closing price. per share of our common stock T T T T TS T eaa s T Tiss

‘Number of shares underlying options outstanding with Sxercise prices beiow the closingpries " 38 _ 311

jNumber of shares underlying options outstanding withlexercise prices equal to AR K

L _orabovetheclosingprice  _  _ - & . - =
Total number of shares underlying outstanding options o L . . 3,138 - ‘ 3,747 -




NOTE 11 COMMITMENTS CONTINGENCIES AND GUARANTEES, - . T

i

We lease our facrhtles under operatmg leases that exptre through 2021 In addition, we are responmble for
the real estate taxes and operattng expenses related to these facilities. We also have lease commitments for -
automobiles and office equipment. .- . L .

Minimum annual rental payments under these agreements are as follows (m thousands) .

- . -
. A P I ! 1 ' '3

YearsEudIngDecemberSl, . ' Amount ' .
Gy T S T T T T T T T T T e, e

2008 y I T '.,_.:_;'_-__.___._,_. '_; IR e - §1523 ' .

2000 T T & [ 7| E .

w0 o T e 4,162

51171 U X - -

Thereafter ~___CTT T TT T T T TTe T T T TSas0 :

T T 7 O

Rent expense charged to operattons under operating leases was approxtmately $8.8 million, $7 7 mslhon
and $6.6 mllllOl’l for the years'ended December 31 2006,-2005 and 2004, respectlvely e '

m - N

© We purchase the slides sold for use in our VetTest® Chemtstry Analyzers under an agreernent wnh Ortho
that, as of December 31, 2006, required us to purchase a minimum of $59.0 million of slides through 2010. We™ .-
purchase our VetAutoread™ Hematology Analyzers, components and consumables under an agreement under
which we are required to make aggregate minimum purchases of $15.7 million through 2020, in addition to the.
payment obligations described in the section below titled“Guarantees.” We also have commitments under certain
other agreements that commit us to aggregate future payments of $19.7 million. In addition, we have various - ¢
minimum royalty payments due through 2024 of $15 | mlllton

In conneetlon with the acquisitions of businesses and intangible assets, we have commitments outstanding

at December 31, 2006 for additional purchase price payments of up to $3.9 million, of which $1.8 rmlllon is *
contmgent on the achlevement by certam acquired businesses of specified milestones.: . '

[N

We prev:ously had a 40% equity interest in a Jolnt venture to market production animal diagnostic products
in China. In April 2006, we paid $0.6 million to acquire an additional 55% equity interest in the joint venture from
our partner and we also committed to pay an additional $0.2 million over two years in consideration for the
additional equity. In addition, the joint venture entered into a contract with the joint venture partner where the
partner ‘will provide promotional and agency services and will receive sales commissions at rates escalating from
2.5% to 8.5% annually based on sales volume. In connection with this step aequusmon we recogrized $0 7 million
of intangible assets in the Production Animal Segment, . .- - _—

. )

Contingencies

< We are subject'to claims that arise'in the ordinary course of business, including with respect to.actual and
threatened litigation and other matters. We accrue contingent liabilities when it is probable that future expenditures -
will be made and such expenditures can reasonably be estlmated However, our actual losses with respect to'these
contingencies could exceed our accruals, - w S < BRI

L -, .‘ . : : > .

In October 2004, we resolved a contingent liability for.a third-party claim related to alleged patent ‘
infringement. As a result we recogmzed reductnons of prewously accrued expenses durmg 2004 of $1.8 million in
cost-of product revenue i i v

. . . ' . I" - r

Under our workers" ‘compensation insurance pollcy for U.S. employees for the years ended Deoember 31,
2006, 2005, 2004 and 2003, we rétain the first $250,000 in claim liability per incident and $3.1 million, $2.8. mllhon,
$3.0 million and $1.4 million, respectively, in aggregate claim liability. We entered into a similar workers’ “
compensation insurance policy effective January 1, 2007. The insurance company administers and pays these
claims, and we reimburse the insurance company for our portion of these claims. The insurance company provides
insurance for claims above the individual occurrence and aggregate limits. We estimate claim liability based on
claims incurred and the estimated ultimate cost to settle the claims. Based on this analysis, we have recognized'
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cumulative expenses of $1.3 million, $Q§ rillion, $0.7 miilion and $0.8 million for claims incurred during the years
ended Decémber 31, 2006, 2005, 2004 gmfd 2003, re_'specti\:'ely. In connection with these policies, we have
outstanding letters of credit totaling $2.1 million to the insurance companies as security for these claims.

. . ol L . Foooo . [ vl

¥
Under our employee health care insurance policy, we retain claims liability risk up to $125,000 per incident

and an aggregate claim limit based on the number of employees enrolled in the plan per month. We estimate our
liability for the uninsured portion’ of employee health-care obligations based'on individual and aggregaté coverage,
our claims experience, the number of elfnf)loyees enrolled in the program, arid the-average time from when a claim is
incurred to the time it is reported. Should'actual empioyee health care claims liability exceed estimates, we are liable
for up to an additional $1.5 miliion for f)dtential uninsured obligations at December 31, 2006. We have insurance -
coverage of $1.0 million for claims abolvei the aggregate limit. Should employee health insurance claims exceed this
coverage, we would have further ol?ligati?ns for the amount in excess of such coverage. '

" We have entered into employmeht agreements with two of our officers whereby payments may be required
if we terminate their employment withdjui_cause other than following a change in control. The amounts payable are
based upon the executives’ salaries at the time of termination and the cost to us of continuing to provide certain
benefits. Had both of such officers been terminated as of December 31, 2006, we would have had aggregate
obligations for salaries and benefits of ajp'proximately $2.0 million under such agreements; We have entered into
employment agreements with each of our officers that require us to make certain payments in the event the officer’s
employment is terminated under certain circumstances within a certain period following a change in control of our
stock. The amounts payable by us undei‘ these agreements is based on the officer’s salary.and bonus histoty at the :
time of termination and the cost to us of continuing to provide certain benefits. Had all of our officers been
terminated following a change in control hs of December 31, 2006, we would have had aggregate obligations of .
approximately $11.5 million under these égreements. These agreements also provide for the acceleration of the .
vesting of all stock options and réstricte'dfstock units upon any qualifying termination following a change in control.

£ ‘ ot PR

From time to time, we have recciived notices alieging that our products infringe third-party proprietary
rights, although we are not aware of anf( ﬁending litigation with respect to such claims. Patent litigation frequently is
complex and expensive, and the outcomie’of patent litigation can be difficult to predict. There ¢an be no assurance
that we will prevail in any infringementi proceedings that may be commenced against us. If we lose any such
litigation, we may be stopped from selling certain products and/or we may be required to pay damages as a result of
the litigation. : : v . C . . . o
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Guarantees
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The following is a summary of, our agreements and obligations that we have determined to be \tvighin the
scope of FIN 45, “Guarantor’s Accounting and Disclosure. Requirements for Guarantees Including Indirect-
Guarantees of Indebtedness of Others, :;nllnterpretation of FASB No. 5, 57 and 107 and a Rescission of FASB
Intetpretation No. 34 (“FIN 457). E '

oo

In October 2005, our formér supplier of VetAutoread™ Hematology Analyzers and consumables sold this
business {including the human he‘matolt(_)g'y. testing products division) and we simultaneously entered into a new
supply agreement for these products with;the acquirer of the business. Under this new supply agreement, we "
received fixed pricing on certain produc':ts"lhrough December 31, 2020, among other benefits. In partial
consideration for this new supply agree}n'_e‘nt, we paid cash of $2.5 million to the acquirer.and guaranteed the
acquirer’s note (the “Note™) in the prinéip'_al amount of $3.5 million given to our former supplier in partial
consideration for the'business. The,acqﬁifer is obligated to pay the Note through quarterly principal and interest
payments through 2008 and to pay the femaining balance in 2008. The principal balance of the note that we have
guaranteed is $2.6 million at December?S:], 2006.We are obligated to make a second payment of $1.25 miilion upon
the achievement of certain milestones b’y the acquirer, which we expect to occur in 2007, and a third payment of
$1.25 million twelve months later. Qur obligations to make the second and third payments are subject to the
acquirer’s payment of all amounts undc:'r the Note and the release of our guaranty. We recorded the fair value of the
guaranty of $0.5 million and recognized theassociated assets as of the effective date of the agreements.

! . . . ta Lt v : ' ‘ L . -

) - We enter into agreements with'third parties in the ordinary course of business under which we are obligated
to indemnify such third parties for and éghinst various risks and losses. The precise terms of such indemnities vary
with the nature of the agreement. In many cases, we limit the maximum amount of our indemnification obligations,
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but in some cases, those obligations may be theoretically. unlimited. We have not incurred material expenses in
dlschargmg any of these indemnification obligations, and based on our analy51s of the nature of the risks involved,
we believe that the fair value of these agreements is minimal. Accordingly, we have recorded no liabilities for these
obligations as of December 31, 2006 and 2005.

When acqumng a busmess we sometimes assume liability for certain events or occurrences that took place
pnor to the date of acquisition. However, we do not believe that we have any probable pre-acquisition llabllmes or’
guaraniees that should be recognized as of December 31, 2006 and 2005. .

NOTE 12 PREFERRED STOCK
i T 3ot LA i L
Our Board of Directors is authorized, subject to any Himitations prescribed by taw, without further
stockholder apiproval, to issue from time to time up to 500,000 shares of Preferred Stock, $1.00 par value per share
(“Preferred Stock™), in one or more series. Each such series-of Preferred Stock shall have such number of shares,
designations, preferences, voting powers, qualifications and special or relative rights or privileges as shall be
determined by the Board of Directors; which may include, among others, dividend rights, voting nghts redemption

and sinking fund provisions, liquidation preferences, conversion rights and preemptive rights. . . .. ., .t .
Series A Junior Participating Preferred Stock ‘ C N .t

On December-17, 1996, we.designated 100,000 shares of Preferred Stock as Series A Junior Participating
Preferred Stock (“Series A Stock’”) in connection with the adoption of our Shareholder. Rights Plan. In general, each
share of Series A Stock will: (i} be entitled to'a minimum preferential quarterly dividend of $10 per share and to an
aggregate dividend of 1,000 times the dividend declared per share of Common:Stock; (ii) in the event of liquidation,
be entitled to a minimum preferential tiquidation payment of $1,000 per share (plus accrued and unpaid dividends)-
and to an aggregate payment of 1,000 times the payment made per share of Common Stock, (iii) have 1,000 votes,. .
voting together with the Commeon Stock, (iv) in the event of any merger, consolidation or other transaction in which
Common Stock is exchanged, be entitled to receive 1,000 times the amount received per share of Common Stock
and (v) not be redeemable. These rights are protected by customary antj- dl]uuon pr0v151ons There are no shares of
SerlesAStockoutstandmg T _— T U R I
' : ‘ < IO O R L

NOTE 13 PREFERREDSTOCKPURCHASERIGHTS S

VT iy '

‘o On Dccember 17, 1996 we adopted a Shareho}der nghts Plan and declared a dividend of one prefem:d
stock purchase right for each outstanding share of Commeon Stock to stockholders of record at the close of busmess
on December 30, 1996 Those nghts explred Decembcr 31, 2006. There are no preferred stock purchase nghts

utstandmg WAL e . : : Cor S I T PN
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. . The board of directors has authorized the. repurchase of up to 18 000 000 shares of our common-stock in the

open market or in negotiated transactions. We believe that the repurchase of our common stock is a favorable = <

investment and we also repurchase to offset the dilutive effect of our employee share-based compensation programs.
Repurchases of our common stock may vary depending upon the level of other investing activities and the share
price.

From the 1nceptmn of the program in August 1999 to December 3t, 2006 we repurchased 15 285,000
shares for $571.8 million. From the inception of the program to December 31 2006, we also received approximately
171,000 shares of stock with a market value of $6.0 million that were surrendered by employees in payment for the
minimum required withholding taxes due on the exercise of stock options, vesting of restricted stock units and
setttement of deferred stock units, and in payment for the exeréise price of stock options.
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" Information about our treasury ‘stock purchases and other receipts is presented in the table below (in -
! v Lo N P ! H .

L il

thousands, except per share amounts): i ¢!

¢ I I Coe
! ‘
i; For the Yean Ended December 31,
it 2006 2005 2004
‘Incr._ease_i_rz‘thsgumbq;Qf!,rs,a_syrys.h?re.....-.,,‘__.T’,‘i'.q, e b ey L33B 1993 L 2415
Total cost of treasury shares : Lh e e e 8 w5729 8 123770 8 128878
Average cost per share ' ‘ $ 79.02 § TITE1TTS © 5337
) S el B 2 h
{
v . LI ] as . -"

NOTE 15 IDEXX RETIREMENT Al;ID INCENTIVE SAVINGS PLAN

" ‘We have established the IDEX);( ;Rétirement and Incentive Savings Plan (the “401(k) Plan™). Employees
eligible to participate in the 401(k) Plan may ‘contributé specified percentages of their salaries, a portion of which
will be matched by us. We matched $2.7 million; $2.4 million, and $2.0 million for the years ended December 31,-
2006, 2005 and 2004, respectively. In addition, we may make contributions to the 401 (k) Plan at the discretion of .

]

the Board of Directors. There were no disci‘_retionary- contributions in'2006, 2005 and-2004. - .

NOTE 16 SEGMENT REPORTIN?% T T T

+ 1 We disclose information regarding our segments-in accordance with the provisions of SFAS No. 131,
“Disclosures about Segments of-an Enterprise and Related Information” (*SFAS No. 13 1”). SFAS No. 131 requires
disclosures about operating segments in)af!nual financial statements.and requires selécted information about -
operating segments in interim financial s’lta'tements. It also requires related disclosures about products and services -
and-geographic areas. Operating segmcn;s;!are defined as components of an enterprise about which separate financial
information is available that is‘evaluated regularly by the chief operating decision-maker, or decision-making group,.
in deciding how to allocate resources and in assessing performance. Our chief operating decision-maker is the Chief.
Executive Officer. A i B T

t A . . : o N [ TN . . toLet HE - R
We are organized into business:units by market and customer group. QOur reportable segments include: - -
products and services for the veterinary mé.rket, which we refer to as our Companion Animal Group (“CAG”), water
quality products (“Water™), and product§ for production animal health,-which wé refer to ag the Production-Animal -
Segment (“PAS”). CAG develops, desig’hé, manufactures, and distributes products and performs services for
veterinarians. Water develops, designs, @inufactures’ arid distributes products to detect contaminants in water. PAS
develops; designs, manufactures and distributes products to detect disease in production animals. Our operating "
segment that comprises products for dair‘y 5quality does not meet the quantitative thresholds described in SFAS 131.. .
and is presented in an “Other” category. Uilal]ocated items that are not allocated to our operating segments are
comprised primarily of share-based comfne}lsation costs (effective January 1, 2006), corporate research and
development expenses, interest income and expense, and income taxes. The segment information for the years ended
December 31, 2005 and 2004 has been restated to conform to our presentation of reportable segments for the year

ended December 31, 2006 Previously; P‘A:S and Dairy were aggregated into a single reportable segment, which we

.

referred to as the Food Diagnostics Grou‘p.} - S ,
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The accounting policies of the operating segments are the same as those described in the summary of
significant accounting policies except that most interest income and expenses and income taxes are not allocated to
individuai operating segments. Below is our segment information (in thousands):

Far the Years Ended December 31,
' Unallocated Consolidated

R _ CAG‘ Water PAS Other Amounty Total
006 .. e e e e e = ez e o o
Revenues . $ 606,319 $ 58,466 § 58,940 $ 15392 § - §. 739117
Income (loss) from operations o . T§ 77100760 8§ 0 25762 § 0 16,172 T 1,55:7._ $ T (16613) 8 127933
Interest income, net _ L _ o L. . 2817
JIncome before provisions for income taxes and . :
panners:merest . S _ ) ) e a M3050
Provision for income taxcs ] . e L o . 324
‘Partner’s interest in loss of subsidiary ; B o _ _ i 152}
Net income $ 93,678
‘Depreciation and amortization __ _  § 25643 § _ e47$ T 345 $ w8 T - s 29816
Segmentassets . I ‘3_53 585 .35 042 ot 38 56, _4 184 — _lg@,.l.ﬁJ . 559 560
Expenditures for long-lived assets m | 39,448 s T 2352 B - 3T 7T T T 54,188
2005 - S e T T e o
Revenues o $ - "520,830 $ 56,760 $ 44,545 § 15,560 §$ - § 638,095
Tncome {loss) from operations _ 8 8297008 2597478 731778 2377 s (3507)8T_ 11533
Interest income, net . N 3.4t

Income befare provns:ons for income taxes and

partner’s interest o e ... 118472,
Provision for income taxes . o 40,670
‘Partnier’s interest in loss of subsidiary _ L o o T o (452)
Net income 3 78,254
Depreciation and amortization s 2i26°s . a7 s . 26678 T 1908 Ty T 2w
Segment assets 266 207 29,685 34,107 3,981 156,696 490,676
Expenditures for long-lived assets T 3402 o119 w2 T e T T T TTaasde
004 7 U
Revenues $ 448,687 % 53,098 § 31,690 % 15,706 § - $ 549,181 |
Income (loss) fromoperations ~ ~ §° 7 73,023 % T 24759 8 7,049 § 27828 (3178)s 108035
Interest income, net ' _ . . . . 3,068
‘Income before provisions for i income taxes and
' partner’s interest ) . o L . L o 111,103
Provision for income taxes o _ 33,165
Partner's interest in loss of subsidiary o T L 394}
Net income 3 78,332

b L B - L ..' V - . - - . .

Depreciation and amontization _____ __ § _ 1679 ﬁs L. S0rs 11098 ,11 s -8 18477
Segment assets ‘ T 263,858 30,832 34 780 o . 5040 179727 _ 5i4 237
Expenditures for long-lived assets ‘ ) 27501 694 o 3ey ~ ) 17 . -: T, 865

(1)  Expendiwres for long-lived assets exclude expenditures for intangible assets. See Note 3 for information regarding acquisitions of goodwill
and other intangible assets in connection with business scquisitions. Expenditures for long-lived assets for the year ended December 31,
2006 include $2.5 million for property acquired in connection with CAG business acquisitions and $19.0 million related to the purchase of
our Westbrook, Maine headquarters facility, of which $7.5 million was financed through the assumption of a mortgage. Expenditures for
long-lived assets for the year ended December 31, 2005 include $0.6 million for property acquired in connection with CAG business
acquisitions. Expenditures for long-lived assets for the year ended December 31, 2004 include $2.1 million and $0.7 million for property
acquired in connection with CAG and PAS business acquisitions, respectively.
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Revenues by product’ and servnce categones were.as.follows (in.thousands). . = - BN
TN T THN TR R SOV S BT P T L e I T e L et e
W T STV TN ¥ 25 B SRS WY DTS S December 31, -, . R
] Lo ] 2006 2005 2004
CAG segmcm revenue:_ | . e .
otk --Inst:rumems and consumszlc:s V“N'Zi ffﬂ "ti-:' R IS 242312 - - s 217,537 $ 197,939
- " Rapid a assay products ey Mgy o g g _ 114,536 100,255 93,506
#n T 7L Referénce laboratory. “dnd consulting services -- - - el Ti87,114 - 156425 118,596
Cr " Practice information management systems a and dlglm] radlography 4_4427 . 32,589 __ 28,163
't 7 Pharmacestical products L _J £5. . 7930 7 14,024 10,483
- Net CAG  segment 1 revenue Tf‘ - 606319_ . 520,830 448,687
* - - ',' e ' . « AT "
Net water segment revenue ) ;ﬂ . ) _ 58466 56,760 53,098
‘Net production ; animal segment revenue‘ia — i TSBo40 T u 44,945 31,650
' * Other segment revenue ; y 15,392 15,560 15,706
e e R W | - - . - A
Netrovense . BT T3 907 .5 638095 S 549181
. "" . ; E
. . Ao b R
. Revenue by principal geographlc area, based’ on customers dom1c11es was as follows (in thousands): .
{1
} i For the Years Ended December 31,
- s . 3 b . 4 2006 2005 2004
L T an - Lol a0
CAmericass L R e e e e o e
. United States ' 7 3 T - 5 478 i1z~ S 418,565 $ 373 615
i Camada ~ S 5 S X 7 [ S . B 16,486
© o1 Other Americas | _ j ' _ 6076 6235 4,766
vty . I }P " _ 506,318 443,228 . 394,867 ;
L} » i ’ ) !
“Ewope ... 4 T : , R
' United Kingdom R O A " 53,296 _. 46419 J43.365
. - ._.Germany . LL L 45391 38994 20595
Con France PR+ . e o 26,884 “19,300 715,148
" _ Other Eumpe e N 62,251 49,468 35,045
LY 187,822 154,181 ° 114,153
i
" Asia Pacific Region . it
[ S — el e b, o 2laa - LI WP .- _— - - R
"y apan SRS = SRS (| SR 1 <] R |
. _Australia D B R 1 15618 16,308
e Other Asta Pamﬁc o :';4 o - ) 8328 7,537 T 7,320
L I B o 44977 40,686 40,161
w '_'_1_'01a_l R - . _ 5 719,117 $ 638,095 _ § 549,181
- P -
: ! g .
I
K "Our largest customers are our U. S distributors of our products in the CAG segment In 2005 two of our

'CAG disributors merged and, as a result, the combined company, Butler Animal Health Supply,

9% and 10% of our 2006 and 2005 revemfe respeetlvely, and 5% and 4% of our net accounts receivable at

December 31,2006 and 2005, respectlvely
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Net long-lived assets by principal geographic areas include net property and equipment, goodwill and other
intangible assets. These long-lived assets are subject to geographic risks because they are generally difficult to move
and effectively utilize in another geographic area in a reasonable time period and because they are relatively illiquid.
Net long-lived assets by principal geographic areas were as follows (in thousands):

December 31,
2006 2005 2004
' Americas B - . A __N = .
United States 133,989 § 97,268 8 94,573
Canada " 16,392 174 170
150,381 97,442 94,743
" Europe . . . . ; o
United Kingdom 30,926 - 26,878 25,336 -
Germany _ b 34797 32282 35817
Switzerland 18,166 17009 20,358
_France ) . 2091 T 1297 o 58
Netherlands R 2,895 2,632 2,505
Other Europe 1,4i0 80 659
90,285 80,178 84,726
. Asia Pacific Region o . .
Japan . 468 386 518
" Australia R 6375 5,846 6,454
Other Asia Pacific 298 592 683
] 7,141 6,824 7,655
Total 247,807 § 184444 § 187,124
NOTE 17 SUMMARY OF QUARTERLY DATA (UNAUDITED)
A summary of quarterly data follows (in thousands, except per share data):
For the Quarters Ended
March 31, June 30, September 30, December 31,
2006 . _ . o
Revenue 168,164 § 191,364 8 187380 § 192,209
Gross profit 86,025 99,036 98,199 96,269,
‘Operating income 26,975 37026 34,462 29,470
Net mcome N 18,273 25780 . 24953 24,672
Eamnings per share: . . o .
Basic 057 % 082 3 i 080 % 0.79
Diluted 055 % 078 $ 076 § 0.75
2005 . - i T ,
Revenue 152426 3 160,630 % . 158,069 _§ 166,970
Gross profit 76,080 80,575 To81,329 84,916
Operating income 26,138 28,886 30,123 30,184
Netincome 17,690 19933 20,604 20,027
Earnings per share: L. o L o
_ Basic 054 3 _06E $ 063 § 0.63
Diluted 051 8% 059 3 06l 3% 0.60
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